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Taxation Section 
Edited by J. A. L. GuNN, F.1.C.A. 


CoMMONWEALTH INCoME Tax AssEssMENT Act, 1943 

Important amendments to the Principal Act have been made by the amend- 
ing Act No. 10 of 1943, and these will be dealt with in the present and 
subsequent issues of the Journal. Most of these amendments first apply to 
the tax on income derived during year ended June 30, 1943. The rates of 
tax applicable to income derived during that income year have been increased, 
and in consequence, increased tax instalment deductions from salaries and 
wages commenced as from the first pay day on and after April 1, 1943. 
Provision has been made for additional rebates in respect of dependants, and 
the special deduction allowed to members of the Defence Force has been 
varied. This special deduction has been extended to members of the mercantile 
marine serving on sea-going ships. Commonwealth income tax is payable by 
every individual, whether resident or non-resident, who derives an income 
in excess of £104 during income year ending June 30, 1943, or substituted 
accounting period. 


EXEMPTIONS TO INDIVIDUALS UNDER COMMONWEALTH ACT 


Income Year ended June 30, 1943 

Section 17 of the Income Tax Assessment Act, 1936-1942, provided that 
Commonwealth income tax was not payable by an individual whose taxable 
income for income year ended June 30, 1942, did not exceed £156. By the 
mending Act, No. 10 of 1943, this exemption has been reduced to £104, so 
hat income tax is payable by every individual taxpayer, whether resident or 

n-resident, whose taxable income for year ending June 30, 1943, or substi- 

ed accounting period, exceeds £104. 

Where the taxable income exceeds £104, the whole of that taxable income 
is subject to income tax. Section 5 (6) of the 1943 Rating Act provides for 
marginal relief in respect of incomes slightly in excess of £104. That sub- 
ection provides, in effect, that the amount of income tax payable in respect 
of a taxable income of less than £113 shall not exceed 50 % of the sum by 
vhich the taxable income exceeds £104. 

Example : 
axable income from personal exertion derived by taxpayer who is not entitled 
to rebate for dependants, etc., £110. Under the First Schedule to the 1943 
Rating Act, the tax payable is: 

£100 at 6d. in £ 4210 0 
10 at 31-65d. in £ 1 6 4 


—— 


£110 at 8-3274d. in £ 


=" 
—_——_ 
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As the taxable income is less than £113, s. 5 (6) applies, and the maximum 
tax payable is one-half of the amount by which the taxpayer’s taxable income 
£110, exceeds £104. The excess is £6, one-half of which is £3. The tay 
payable in the above example is therefore £3. 


EXEMPTION OF DEFERRED Pay 


The amending Act of 1943 provides for the complete exemption of deferred 
pay, including interest thereon, payable to a member of the Defence Force jp 
respect of his service as a member of that Force. The above exemption applies 
to income year ended June 30, 1942, and all subsequent income years. 

Under the previous law 5% of deferred pay was assessable income in the 
year of receipt, the balance being exempt from tax. Under the present Ac 
the whole of the deferred pay and interest is exempt. 


SpeciAL DEDUCTION FOR MEMBERS OF DEFENCE ForRcE 
Income Year ended June 30, 1493 

Under s. 81 of the 1936-1942 Act members of the Defence Force were 
granted a special deduction of £250, which gradually diminished until it 
vanished at an income of £355. 

Because of the increase in rates of tax applicable to income derived during 
year ended June 30, 1943, it was found necessary to increase the exemption 
provided by s. 81 so as to preserve substantially the existing margins in pay 
and allowances of the several ranks after taxation has been deducted. Accord- 
ingly, s. 81 has, by Act No. 10 of 1943, been replaced by a new section which 
provides for the following exemption from income derived during income year 
ended June 30, 1943: 

(a) If the income does not exceed £250—the amount of the income. 

(b) If the income exceeds £250, but does not exceed £258—£146. 

(c) If the income exceeds £258, but does not exceed £300—£146 less él 

for every £1 by which the income exceeds £258. 

Example: 
Pee ea 
£146 — (298 — 258) .. .. .. 106 


Taxable Income .. .. .. .. £192 


(d) If the income exceeds £300, but does not exceed £350—£104 less #1 
for every £2 by which the income exceeds £300. 


Example: 
Income .. . , ae ae See 


£104 — (25) —— 


Taxable Income .......... #21 


(e) If the income exceeds £350, but does not exceed £586—£79 less #1 
for every £3 by which the income exceeds £350. 


Example: 
Income .. . eee 


479 — (= 30) 1 


Taxable Income .. 
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(f) If the income exceeds £586—Nil. 
Example: 
BIN crs ta are: 4G: s0kcn ae 
79 — (“2 _ 79 ) 2 


Taxable Income .. 


The following example compares the position of a member of the Defence 
Force for income years ended June 30, 1942, and 1943: 
1942 1943 
Income from Personal Exertion: Act Act 
PE 6265 us wh eh @ered’ 46 ca bw ww ee ae 
Service pay and allowances (including allotment to wife) .. 150 150 
Dependants’ allowances (wife and 2 children) exempt .. ~- -- 


wen Assessable Income .. .. .. .. .. 22 ee we ae es es £300 £300 

til it Less s. 81 deduction: 
£94 — (300 — 261) .. 

uring £146 — (300 — 258) .. 

é 

ae Taxable Income .. .. 2. 22 2 ce ce ce ee oe ee ee) =6£245 

d- =— — —_— 

ren 1942 1943 

year Tax payable : Act Act 
See , OE ks ke Ka we ae oo 08 47 18 4 


TOG SOGR ME .. cc sc csc acer ss BT 


£245 @ 17‘6d. in #f.. .. .. .. .. .. .. £1719 4 


= £1719 0 


EER, a a6 36-45 40 we KO. GX be a £210 0 
2 fs 


£196 @ 25:'516d... 2. we ek ce ee ce ee ee we ee ee £2016 9 


= £2017 0O 
Less concessional rebate: 
Mes ee Oe ay 
es is iy on Sa: saree 
Second child .. 
Life Assurance .. .. .... .. 
Medical expenses .. 


Amount subject to concessional 
Seka is ok 6 we oe 


£243 @ 17-6d. in £...... .. .. .. «. £1716 O 
£220 25.516d. in £ 
£23/8/-. Rebate limited to amount 
of tax otherwise payable (s. 16OAD) £20 17 O 


3 0 





Minimum tax 


0 ee ee ee 10 O Nil 
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SPECIAL DEDUCTION FOR MARINERS 


Income Year ended June 30, 1943 

Section 81, which grants a special deduction to members of the Defeng 
Force, has also been extended to members of the Mercantile Marine Serving on 
= ships. The concession first applies to income year ended June 
194 

Section 81 (1) provides that where the income of any taxpayer include 
salary, wages, fees, bonuses or allowances earned by him as a “mariner,” x 
defined by s. 81 (4), employed on a “sea-going ship,” as defined by s. 81 (4), 
he shall be entitled to the same special deduction as is allowed to a member 
of the Defence Force, with the exception that, where a mariner’s income during 
the year of income was not derived wholly from employment on a sea-going 
ship, the deduction shall not exceed the amount of the income derived by hin 
during the year of income from his employment on a sea-going ship. 


Example (1) 
ee ee a aa 
Income derived as a “mariner” .. .. .. .. .. .. cs 150 


Maeeeest THOS 5. oc kc nik oe ae ws ac as cs oo Se 
Less s. 81 deduction: £146 — (300 — 258) .. .. .. 


Taxable Income .. 
Example (2) 


Civilian Income .. eas dle ee 
Income derived as a “mariner” .. 


IE Ge ers cael aie’ cals, em oe 
Less s. 81 deduction: £146 — (300 — 258) = #1 


Reduced to amount of income from employment on 
a sea-going ship .. .. .. 


eee a Oe ee ee 


THE PROCEEDS OF A BUSINESS 


Collins Street and Pitt Street farmers will rejoice at a recent decision 0 
the High Court. They plough the fields and scatter the bad seed on the 
land. They know not how to feed and water and all their works are writ m 
sand. But the resultant loss has been held to be an allowable deduction. 

The appellant was the chairman of directors of a softgoods company. He 
also carried on two country properties and in both instances sustained loss 
which were held to be deductible in computing the appellant’s taxable income 
Tweddle v. F.C. of T. 

The appellant had acquired by way of exchange the vendor’s interest 
the first property, Wonga. The purchaser defaulted and the appellant was 
forced to enter into possession of the property, which was in a neglected 
condition and overrun with rabbits. 

“It is clear that the appellant never intended to enter into possession 0 
Wonga or to carry on business there. He had acquired the vendor’s rights 
under the contract of sale in order to convert his Sunbury property itd 
money. When he was forced to take possession he found the property in the 
parlous condition already mentioned. His main desire was to sell it, but 
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he only succeeded in doing so in March, 1942. It was therefore on his hands 


for over 10 years. He was compelled to put men on to clear and manure he 
property to make it fit for sale and to comply with legal requirements relating 
to country infested with noxious weeds and animals. He ran a few sheep (on 
an average about 200) and a few grazing cattle on the property and grew 
some crops for sale. In the year of income he had two men regularly working 
there. The only proceeds of sale in that year were £149 for a crop of potatoes ; 
{34 for wool; £6 for cattle, and sundries £3, totalling £192. The out-goings 
were £1,029, leaving a net loss of £837. The average proceeds of other years 
were from £150 to £380. The clearing and improvements were beneficial 
not only to enhance the prospects of selling the property, but also to enable 
the appellant to carry on business there if he was unable to sell it. He said 
that he did not try to stock it up, that the carrying capacity would have been 
little and he was exerting his best efforts to sell it. The main items ot 
expenditure were for labour and stores. T hese items were probably more 
attributable to the work of clearing and improving the property than to the 
limited extent to which it was being worked as a farm, but so far as they were 
attributable to the former purpose they would appear to be deductible under 
s. 75 and so far as attributable to the latter purpose to be deductible under 
s. 51, so that it does not appear to be a case for splitting hairs. Without the 
improvements and the men the appellant would not have been able to work 
the place at all. The appellant’s activities were circumscribed by his inability 
to obtain an efficient manager, the distance from his own home in Melbourne 
which made it impossible to pay regular visits, and the condition of the 
country. In Rolls v. Miller (1884, 27 Ch. Div. 71, at p. 98, Lindley, L. J. 
said: ‘the word (business) means almost anything which is an occupation as 
distinguished from a pleasure—anything which is an occupation or duty 
which requires attention is a business.’ His dominant purpose was to sell 
the property, but I think that the facts are just sufficient to establish that 
pending realisation he was carrying on the business of a farmer there.” 
per Williams, J. 

On the second property, Winlaton, the appellant ran a stud farm for 
percheron draught horses. (“The royal elephantitus truckhorseibus” famed 
nO. Henry’s “The Fifth Wheel.’’) 

“It is all farming land. The purchase price was £6,700. The appellant 
has spent over £5,500 of borrowed money to adapt the farm for stud purposes. 
The usual steps, including frequent exhibitions at shows, are being taken to 
establish the reputation of the stud. The appellant was unable to buy 
percheron mares in Australia. The foals of the mares he imported and of 
their offspring cannot be sold until they are three or four years old. The 
number of stud horses is being steadily increased. There are now 22 per- 
cherons. Altogether there are about 60 horses, two dozen guernsey cattle, 
120 suffolk sheep and 80 to 100 pigs. It will soon carry another 25 head 
of cattle and another 20 horses. The animals are being used for the purpose 
of breeding and sale according to the usual manner in which similar stock 
would be used for such purposes on any other stud farm. It is being managed 
by an experienced farmer, whose instructions are to make the place pay. 
Mr. Connors, an experienced expert, said that the country is suitable for a 
stud farm and that the improvements which the appellant has made do not 
exceed what is required to work the property. The facts are essentially 
different from those which the Court had to consider in Re Wallis; ex parte 
scully (1885), 14 O.B.D. 950. Proper accounts are kept of all transactions. 
Until the sale of Wonga the out-goings at Winlaton were increased by a 
heavy bill for interest £734, but with’ the proceeds of this sale the appellant 
has been able to discharge this item. In the first year he suffered a disastrous 
flood and in the following year a serious drought. The flood prévented him 
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ploughing and the drought killed the crops so that a large amount of fodder 
had to be purchased. His out-goings in the future should therefore be con- 
siderably less than they have been in the past, but it may be difficult to reduce 
them below £1,200. With the present acreage it may be optimistic to con- 
jecture that the income will exceed this figure, although it could easily do s 
if the percherons are an outstanding success. As a business entered into 
with a view to profit it is no doubt in the nature of a hobby when compared 
with the business of Andrews Brothers. The appellant will probably not be 
unduly disappointed if he has to carry on at a loss in the future, so long as 
he can, as he said, obtain a change of business from the routine and monotony 
of Flinders Lane, make a name for himself as a studmaster and help the 
country of his adoption by improving the quality of some of its stock. It is 
not essential that a person who engages in business should do so with the 
motive of making a profit for himself. (Jn re Incorporated Council of Law 
Reporting for England and Wales (1888), 22 Q.B. D.279, at pp. 2934; 
The Religious Tract and Book Society of Scotland v. Forbes (1896), 3 Tax 
Cas. 415; Royal Agricultural Society of England v. Wilson (1924), 9 Tax 
Cas. 62.) It is notorious that in many businesses, as for instance an insurance 
or newspaper business, serious losses are usually suffered during the estab- 
lishment stage. To breed and sell stud stock is to carry on a business (The Earl 
of Jersey's Executors v. Bassom; The Earl of Derby v. Bassom (1926), 10 
Tax Cas. 357), per Williams, J. 


INSURANCE COMMISSIONS RECEIVED BY CO-OPERATIVE BUILDING SOocIEtiEs 

The taxpayer was a co-operative building society which made advances by 
way of building mortgages to its members. It was provided that in each 
instance the property subject to the mortgage should be insured against fire 
with the “X” company, for which the taxpayer society acted as agent, and 
from which it received commissions on premiums in respect of the insurance 
of properties acquired by members out of the society’s advances on mortgage. 
The Commissioner treated the amount of these insurance commissions as 
assessable income of the society. The society claimed, inter alia, that the 
commission came from its members, having been earned solely from such 
property of the society’s members as was mortgaged to it. Held, by the 
Board of Review (not yet published), the insurance commissions were asses- 
sable income of the society. 


EXPENDITURE FOR ENEMy Ratps PRECAUTIONS 


Section 72B, in its original form, provided for a deduction to taxpayers 
of expenditure incurred for the purpose of protecting from hostile action: 


(a) any person employed by the taxpayer for the purpose of gaining 
assessable income ; 

(b) any premises, plant, live-stock or other property held, occupied or 
used by the taxpayer for the purpose of producing assessable income, 
or in carrying on a business for that purpose. 


The above provision proved to be defective in that, on a strict interpretation, 
no allowance could be granted for expenditure incurred for protecting persons 
other than employees, e.g., an air-raid shelter provided by a landlord for the 
protection of his tenants, or by a storekeeper for the protection of his 
customers. 

To overcome this anomaly, s. 72B, (1) has been amended by the 1943 Act. 
That sub-section now provides for a deduction of expenditure incurred for 
the protection of persons (whether employees or otherwise) or property. 
In order to obtain the deduction, the expenditure must be incurred on or in 
connection with premises, i.e., including an outside shelter, or part of premises, 





\PRIL 


Odder 
> COn- 
educe 
) con- 
do so 
1 into 
pared 
10t be 
Ng as 
otony 
p the 

It is 
h the 
Low 
93+: 
s Tax 
) Tax 
ranice 
estab- 
> Earl 
), 10 


ETIES 
es by 
each 
t fire 
. and 
rance 
gage. 
ns as 
t the 
such 
y the 
LSSCS- 


ayers 
1: 


ining 


d or 
‘ome, 


ition, 
rsons 
r the 
f his 


Act. 
1 for 
erty. 
or in 
1ises, 


1943 THE AUSTRALIAN ACCOUNTANT 135 


owned or used by the taxpayer, i.e., whether landlord or tenant, primarily 
and principally for the purpose of producing assessable income, or in carrying 
on a business for that purpose. . 

The above extended exemption applies to income year ended June 30, 1942, 
and all subsequent years. 





The Science of Costs 


By Harotp B. WILLIAMSON, A.I.C.A. 


Costing is a science designed both to localise and eliminate excess 
expenditure and waste. 

Statistics gained and accumulated thereby should be for no other purpose 
than future improvement, and if only for this reason the term “costing” is a 
misnomer unless accompanied by standards and controlled by budget. 

The scientific costs accountant might be better termed a costs engineer, 
as analysis must go further than comparison of costs; it must deal with 
production figures obtained by scientific methods, and comply with the 
requirements of a production engineer who, it will be found, only understands 
and appreciates expenditure in relation to time. His contact with and 
knowledge of machinery, its potentialities and running costs, forbids, with 
few exceptions, the recognition of any other medium. 

Similarly, the costs engineer is a specialist who should be imbued with the 
same ideals, elevating the science to a higher plane. He is subordinate to 
no other authority, but his work should synchronise with that of the pro- 
duction engineer that the culmination of their united efforts results in 
economic costs and efficient production. 

It is, therefore, essential that he be conversant with the basic principles 
of modern machine installation, the function and operations for which each 
is intended, which are most suitable for intended production, nomenclature 
and usage of machine tools, capacity of all types in machine hours, and 
hourly rate attributable to each class. 

He should know the difference between a jig and a mandrel, and be 
capable of advising as to the desirability of replacing a capstan by an 
automatic. 

This knowledge is necessary as it is he, and not the engineering staff, who 
analyses the accounting position with relation to profits. If he cannot say 
when it is more profitable to turn out sixty units of a certain product on a 
group of three six-spindle automatics at an hourly rate of 3/54 than to turn 
the same sixty units on ten capstan lathes at 1/4 per hour, one probable 
reason for loss of profits remains undisclosed. 

Such knowledge will only be exploited to the full if the intention is costs 
standards. 

Some accountants contend that standards are not always necessary. The 
contention here is that they are always necessary, and the intention is to 
prove that statement, bearing in mind that the desired objective is total 
standardisation both of production and costs. 

The two generally recognised methods of costing are distinguished by the 
terms Job Order and Process respectively. Some ambiguity must exist in 
the use of these terms, as Job Order costs can be Process costs and Single 
Product can be either Job Order or Process. 

Job Order costs, as ordinarily understood, signify a type of costs other 
than Process. If this view is taken, then, as is generally understood, Process 
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is disregarded and costs as a whole are accumulated for the particular order, 
The inference is allocation of overhead mainly upon some other basis thay 
machine hours, and a disregard of the necessity for charging as diregt 
expense that overhead which should be applicable to a particular machine. 
Collated British statistics disclose the following wide variations between 
hourly rates attributable to a few of many machine types: 
d. 
03 


Shaping Machine (large) 
Planing Machine 
~ 


s 
1 
ee 1 
Milling Machine (universal) . al. ae 
Milling Machine (plain) .. .. .. .. .. .. ] 
Grinding Machine (large) Be es Bae: Sake as 1 
Automatics (single spindle) 1 
Automatics (four spindle) ‘one ee 
This list reveals the fallacy of not, wherever possible, installing a systen 
of complete process costs, such costs being defined here as not only those 
in which total cost is carried forward from process to process, but also those 
where operation costs (labour and expense) are the custom, and _hourl 
rates are to be applied. 
There are many types of industry, but for costing purposes their pro- 
ductive methods could be classified under one or other of the following: 
1. Process. 
2. Total. 
Both these may be subdivided into: 
(a) Multiple. 
(b) Specific. 
(a) A variety of products manufactured, orders issued as required, either 
for stock or custom. 
(b) Products of similar type manufactured, orders issued if and when 
necessary. 
1. Process 
Process costs, as the name implies, infers movement of material through 
various processes or centres before completion of product, the total cost of 
each process being charged against the incomplete product before transfer t 
the next centre. Various types of product may thus be intermingled during 
the performance of operations. Job Orders and Single Product industries 
can be either of a Process or Total nature. 
d Total 
Production without process. Applicable to Single Process and Single 
Product industry as follows: 
(a) Contract or Terminal: 
All expenses under one account, requirement being cost of each 
contract, e.g., building construction. 
(b) Single or Output: 
Cost of output required, e.g., coal mining; per ton of coal raised. 
(c) Working or Operating Cost 
Shows the cost of working and includes administrative expenses. 
Public utilities come under this heading, expenses being measured 
against some common unit of production, e.g., per thousand gallons 
ot water. 
Departmental : 
One type of article produced, with the cost of working each depart- 
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ment as the only requirement. Usually in this case the manufacturing 
account is the only account kept. 


(e) Job Order: 


Products of similar or mixed design, requiring only one operation. 

It remains only to prove if and when the application of costs standards 
will be of benefit, together with the treatment of overhead in each case. 

Process costs need no explanation; in whatever industry they are to be 
found, localisation of expenses to machines and processes is an absolute 
necessity if the utmost efficiency is to be obtained. 

The same applies to Total Costing, Departmental, and Job Order. Although 
all expenses are incurred in the one department and there is only one article 
produced, expenses should be localised. In all probability that department 
will consist of more than one process, therefore, after all, so-called depart- 
mental costing is merely an easy method of gathering expenses into an 


account. Similarly, where there is more than one machine doing Job Orders 


the same applies, merely for the satisfaction of knowing exactly what each 


job costs, as against estimated cost. 

(a), (b) and (c) require localisation of expense for the same reason; 
closer attention to detail is possible. Also, it is of more consequence to know 
the construction cost per hour and the detailed expenses incurred against 
each particular section of the work, whether it be Construction Contract, 
Mine or Public Utility, than the percentage of overhead to Direct Labour. 
These undertakings also manufacture stock for their own use and retain 
machinery particularly adapted to that purpose. 

Standardisation of one section of costs infers total standardisation. Material 
and labour must be similarly treated. With very few exceptions, and those 
only in the case of articles not usually held in stock, Standard Material Lists 
can be compiled. These lists would denote type of stock, symbol number 
and sizes held. With such lists available when specifications are required, 
suitable material may be found at hand, otherwise, finding upon enquiry that 
particular. stock was not carried, the engineer would probably order without 
further investigation. 

Specification Analysis Sheets can be built up in the same way for 
particular assemblies, articles, or contracts, and used as orders when pro- 
duction is entered upon. 

To obtain the greatest possible efficiency, standard treatment of material 
in the costs ledger is also necessary. 

Whatever the type of industry, comparison of price movement from period 
to period will lead to more economic production, this comparison only being 
possible where a Standard Base, scientifically determined, is the practice, 
adjustment being made periodically per medium of variance accounts. 

With stock ledgers arranged to issue at both Cost and Standard, material 
can be charged against all jobs at Standard, irrespective of whether Production 
Standards exist. The latter will eventually follow as the benefits to be 
derived become more clearly appreciated. 

Irrespective of the type of industry, whether raw material be issued in bulk 
or otherwise, total standardisation will tend towards closer scrutiny of all 
accounts and the elimination of loose methods. 

Where material costs fluctuate, the analysis of Price Variation will reveal 
vital differences. Where Cost Price is the rule, this position is clouded 
beneath those same fluctuations, making comparison fror period to period 
a difficult, practically impossible matter. 

It requires very little imagination to perceive that a statistical record, 
compiled periodically, and compared against some base period, will disclose 
Intormation of the utmost import. 
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The necessity for Consumption Variance Accounts is obvious. When 
production is analysed as a whole, there is always the probability that waste 
in one direction is offset by savings in another, resulting in an average quite 
misleading, although agreeing in quantity with that of similar production 
over previous periods. The same futile analysis may also be made of smaller 
quantities of specific orders. It may be camouflaged as, but is not, efficiency. 

The next point is standardisation of wages, and here it will be found that 
fear of standards is the deterrent. The executive may, in the abstract, 
approve of cost standards, but decide that, judging from past estimates, they 
are better left alone as too likely to disclose discrepancies between standard 
and actual, hard to explain away and revealing an inefficiency which, under 
present methods, would not be realised. 

Lack of co-ordination and co-operation with the production engineer supply 
the main reason for this attitude. Both costs and production are of equal 
importance, and to standardise labour correct estimate as to man-hours is 
essential. 

Where estimated man-hours and, incidentally, machine-hours, can be 
reasonably depended upon, allocation of overhead upon that basis should 
automatically follow. 

Although the construction programme for the forthcoming fiscal period be 
not actually known in advance, yet the compilation of scientifically determined 
estimates should always precede construction. 

As these will include period for construction, labour, and expenses, they 
are, in effect, a budget which can be immediately used, with little additional 
trouble, as a medium for opening Standard and Variance Accounts. 

It is hard to understand why Overhead has ever been apportioned as a 
percentage of Direct Labour; it is not a scientific basis, and, no matter what 
type of costs are being dealt with, is not applicable. Ease of manipulation 


does not offset its shortcomings. Time alone is stable, and costing will be 
an exact science only when that fact is respected. 
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Work of the Department of War Organisation of Industry 


Anaddress prepared by the Hon. J. J. Dedman, Minister for War Organisa- 
tion of Industry, and, in his unavoidable absence, read by Mr. Crayton Burns 
(an Assistant-Director of the Department) at a Luncheon Meeting of the 
Victorian Division of the Commonwealth Institute of Accountants, om 


April . D 1943. 


It is a difficult assignment at any time to deliver an address to a group of 
professional accountants. If you were mere bookkeepers, as the public some- 
times erroneously assumes, the task would be simpler. We could fling some 
figures at you to show that the Department of War Organisation of Industry 
has conserved for the direct war effort so many labour units and such and 
such quantities of raw materials. But you are professional accountants, and 
one assumes that you must have a tincture of philosophy in your make-up 
and know not only the usefulness of statistics, but also their limitations. 
Some of you, for example, may remember the illustration given by Hilaire 
Belloc, who pointed out in one of his essays that if you and I were overtaken 
by a storm when out walking, and you were killed by lightning, then we 
would each be, on the average, half-dead. 

The plain fact is that no statistical estimate of the work of my Department 
can tell the full story. I can tell you, of course, that by zoning bread deliveries 
in Melbourne and Sydney, we reduced the number of labour units by more 
than 1,200 men, but that is less than half the story about the zoning of bread 
deliveries. When you take 1,200 men away from one industry alone, other 
action has to be taken in order to fulfil civilian requirements. It is necessary 
to see that every citizen can get whatever bread he needs, and it is equally 
necessary to see that the quality of the bread is maintained. In short, 
every restrictive action by my Department calls also for constructive action— 
especially for organisation. 

sut there is no need to labour this point; every member of an institute 
of this kind must know that organising is the highest function in life, and 
that no story about a part has much significance until it is related to the 
whole. I shall therefore sketch, right at the outset, the world picture as I 
see it in its broadest outline—because any valuation of my Department is 
meaningless until it is related to the general world situation. 

The main new factor about this war, as I see it, is not the stupendous 
nature of the stakes involved. There have been other great occasions in 
history when freedom survived by a very narrow margin. No! The main 
new factor about this war is the extent to which it is testing nations as a whole. 

The age-old distinction between combatants and non-combatants has been 
shattered by the bomber. In large areas the front line may extend at any 
moment to factories and homes. Attacks against the home front have, 
therefore, become as important as front line attacks. To be effective under 
modern conditions, defence has to be “defence-in-depth’—all a nation’s 
resources, mental, moral, and material, from the fighting line to the fireside, 
have to be organised on a grand scale. For us in Australia the fundamental 
problem is that 7,000,000 of us have to defend our coastline of about 9,000 
miles against an enemy of some 90,000,000. For us, therefore, as much as 
for any nation in the world, the need for total organisation is imperative. 
It is imperative, in the first place, to guarantee victory; and in the second 
place, in order that we may respect ourselves when the war is over. For 
both reasons a 50% effort is not enough, nor even an 80% effort. Nothing 
less than our best effort can be good enough. 

This task of organising a whole nation for a total war effort has two 
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phases. In the first place, the Services must be brought to the highest 
possible fighting pitch; in the second place the efficiency of the home front 
must be maintained. Most people recognise that easily enough. What some 
people do not recognise so clearly is the fact that these two objectives are 
intimately related to one another. It stands to reason that it would be easy 
to strengthen one at the expense of the other. The real problem, therefore, 
is how to keep the strength of the Fighting Forces and the civilian population 
in equilibrium. 
The Department of War Organisation has, broadly speaking, three func- 
tions : 
(i) It is the secretariat and executive department for Production Execu- 
tive, the Ministerial Cabinet which directs Australia’s economic effort. 
(ii) It secures co-ordination of the economic work of Government Depart- 
ments. 
(iii) It re-organises industry so as to secure a diversion of manpower 
and other resources to war production. 
Before reviewing the major activities on which the Department is engaged, 
a broad picture should be drawn of the achievements in directing resources 
to which the Government can lay claim. Where before the war there were 
more than 500,000 employees in civilian factory production, there are now 
only 200,000. The total of factory workers is now 700,000, but of these 
500,000 are making munitions, aircraft and other war supplies. During 
1942, in all about 500,000 persons were transferred from civilian pursuits 
of all kinds to the Services and War production. To what extent the careful 
planning and organisation of industry by this Department has played a part 
in these changes may be judged from the following notes: 
I. ExEcuTIVE AND SECRETARIAL FUNCTIONS FoR PropUCTION EXECUTIVE 
The Department is charged with important responsibilities as the Secre- 
tariat and Executive Department of the Production Executive of Cabinet 
In this capacity it has to put together and prepare the necessary submissions 
on the basis on which the Production Executive can frame its policies. It 
has to follow up the decisions of Production Executive to ensure that these 
are carried out by whatever Commonwealth authority happens to be appro- 
priate for the purpose. In addition, where there is no existing authority 
available to implement the Production Executive’s decisions, the Department 
undertakes the necessary executive work itself. 
II. Economic Co-orpINATION 
Logically following from its functions as the Secretariat and Executive 
Department of the Production Executive, the Department is further involved 
in many activities connected with the co-ordination of the various Departments 
which are responsible for war production and for the control of industry 
and commerce. Production Executive itself ensures co-ordination in the 
development of policy at the Ministerial level, while this Department is 
responsible for administrative arrangements which contribute greatly to the 
smooth and co-ordinated operation of the economic measures taken in put- 
suance of the war effort. These arrangements take principally the form of 
inter-departmental committees, the secretariat of which is provided by the 
Department. The Departmental Man Power Committee, for example, has 
prepared reports which provide a comprehensive review of the Australian 
man power situation, setting the man power commitments of the war pro- 
gramme against the supplies of labour which can be made available from 
various sources and by various methods. Before the Government made 
provision for this comprehensive review there was no means by which 
Cabinet could see the man power commitments of the Commonwealth in 
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true perspective, no means by which it could be established whether some 
new project, considered relatively to other commitments, was within the man 
wer resources of the country. 

Another inter-departmental committee more recently established is the 
Australian Clothing Council. This consists of representatives of the Depart- 
ment of Supply and Shipping, the Division of Import Procurement, the 
Directorate of Manpower, the Commonwealth Prices Branch and the Ration- 
ing Commission, with an officer of the Department of War Organisation of 
Industry as Chairman and Executive Officer. The Council provides a 
central point of reference on all aspects of clothing policy and enables all 
the Departments concerned to take concerted action to ensure that the 
clothing which is needed by the Australian population is made available to 
the full extent permitted by the resources open to us. 

An important group of functions exercised by the Department arises from 
its relationship with the Food Council. The Department co-operates with 
the executive officer of the Food Council in furnishing advice upon the 
problems of food industries. It was, for example, on a submission from the 
Department that the Food Council decided to establish production goals as 
a basis for Government policy in dealing with food production. In co-opera- 
tion with the Department of Commerce, the Department of War Organisation 
of Industry has now carried out the investigations necessary for the determina- 
tion of appropriate goals of food production. Production Executive has 
approved these goals and they now provide a concrete basis for the develop- 
ment and administration of policy on such matters as the supply of man 
power, agricultural machinery, and fertilisers in the food industries. 

III. RE-ORGANISATION OF INDUSTRY 

One of the functions of the Department of War Organisation of Industry 
is to divert labour and resources to purposes directly concerned with the war 
effort. Measures designed to achieve this purpose include control of building, 
the prohibition of manufacture of certain articles, control of new businesses, 
disemployment orders, and the rationalisation, and in some cases, the con- 
centration of industry. 

Control of Building 

The Department has undertaken the administration of the Government’s 
control of the building industry. Tentative figures for 1942-3 indicate that 
the value of civil building operations, under present conditions of control, 
would not exceed 15% of the value of civil building in the year 1938-9. 
This figure may give some small idea of the man power, skilled and otherwise, 
made available to the Services, to Allied Works Council projects, and to 
other Governmental and war building construction. 


Prolubition of Manufacture 
The manufacture of a wide range of non-essential articles has been banned 
by Prohibition Orders. These have closed many wasteful avenues of employ- 
ment and have enabled the production departments to take over man power, 
materials, floor-space and machinery previously used for manufacturing 
goods which the public can do without. 


Control of New Businesses 
Despite the controls over materials and capital issues which the Govern- 
ment has exercised, new enterprises have continued to spring up for which 
there is no essential demand. Consequently, it was decided to prohibit the 
opening of new manufacturing businesses except under permit. This Depart- 
ment now determines whether any new factory or product is needed and finds 
out whether materials and man power are available for it. This not only 
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prevents unnecessary enterprises, but also facilitates the opening of new 
production for which there is a genuine wartime need. 


Rationalisation Through Simplification and Standardisation of Products 


A number of important rationalisation proposals has been submitted to 
Production Executive and formally implemented under National Security 
Regulations. At least as important as the formally implemented measures 
are the measures of voluntary rationalisation by which firms and industries 
have anticipated or complied with the Department’s proposals. Much of 
the rationalisation so far achieved, particularly of the voluntary type, has 
related chiefly to the elimination of unnecessary varieties of products. 

Examples of these industries and processes in which rationalisation has 
progressed along the lines of standardising and simplifying products include 
the following : 

Biscuits 

Soap 

Soft Drinks 

Tobacco 

Confectionery 

Jam 

Glass products 

Canisters 

Sausage casings and smallgoods 

Rope and cordage 

Matches 

Stationers’ requisites (Inks, pastes, etc.) 
Stationery 

Brooms and brushware 

Buttons 

Dry batteries 

Hand and garden tools 

Furniture (also subject to prohibitions) 
Clothing 

Packaging. 

These examples are representative and by no means cover the full field of 
achievement. 

As indicated earlier, the general overall transfer of man pewer in manufac- 
turing industries to war production is known, but it is not possible to gauge 
specifically the proportion of mobilisation directly resulting from standardisa- 
tion and simplification. Some figures in terms of products are, however, 
illuminating. For example, the number of types, etc., of hand tools was 
reduced from 434 to 210, of garden tools from 215 to 55, of shovels from 
46 to 14, of batteries from 478 to 71, of horseshoes from 112 to 31. Varieties 
of products put up by sweets and biscuit manufacturers have been reduced 
by such proportions as 80 to 90%. Under normal conditions the number 
of packs manufactured by the twelve leading Australian confectionery factories 
totalled 6,479. This number has been reduced to 1,000 and a further reduction 
to 70 is being discussed. In the case of tobacco, the chief manufacturing 
interests in the Commonwealth have also effected some notable rationalisation 
measures. Before the war their manufacture of cigarettes was under 4/7 
brands in 763 different packings. Reductions were made to 7 brands in 17 
different packings for cigarettes and 14 brands in 67 packings for tobacco. 

The rationalisation of pastry cooking in New South Wales, however, pro- 
vides an example the results of which in terms of man power released are 
approximately known. Investigations revealed that an unnecessary large 
variety of cakes and similar goods was being manufactured. Elimination of 
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elaborately decorated cakes and a large reduction in varieties has released 
upwards of 400 men in this trade, many of whom it was possible to absorb 
for use in their trade capacities into the Services and Allied Works. 


Rationalisation of Delivery and Other Services 


Considerable success has been achieved in rationalising delivery services. 
For example, more than 3,000,000 of Australia’s population of 7,000,000 now 
have their bread delivered under a zoning plan. Some idea of the economies 
obtained from this type of rationalisation may be gained from the results in 
Sydney and Melbourne areas, where bread zoning has released more than 
1200 men, with considerable additional savings in fuel and the use of 
vehicles. To provide another example, a reduction of 320 has been achieved 
in the number of ice vendors operating in Melbourne under a delivery 
rationalisation scheme. Savings of man power have been very substantial 
also in the case of milk zoning, but the plans involved have been chiefly 
under the administration of State authorities. Retail deliveries generally have 
also been curtailed and man power, as well as fuel, vehicles, tyres, etc., has 
been saved by centralisation and co-ordination of these services. 

In view of some of the considerations already set out with regard to 
manufacturing industry, it now appears that the Department must concentrate 
more than previously on the rationalisation of fields such as distribution, 
commerce and finance, since these promise the greatest further results in 
terms of man power. It is thought that to a considerable extent the rationalisa- 
tion of manufacturing industry must in future be concerned primarily with 
enabling these industries to supply the community’s essential needs efficiently 
rather than with releasing further resources from the manufacturing field 
as a whole. 

Other Types of Rationalisation 


Not all the rationalisation plans effected by the Department can be classified 
under the heading discussed above. The war-time organisation of the gold- 
mining industry, for example, was not directed essentially to the closure of 
mines nor, obviously, to any alteration of the product. The object of 
rationalisation has been rather to withdraw as much man power as possible 
without damaging the potential of the industry in the immediate post-war 
period. Decisions made by Production Executive have defined the numbers 
of men permitted to maintain and operate mines and dredges. In Western 
Australia there has been a man power reduction from some 15,000 in 1940 
to 4,300 at the present time. Over the same period there has been a reduction 
in the Victorian fields from a previous total of more than 1,700 to approxi- 
mately 450. Throughout the rationalisation proceedings the Controller of 
Mineral Production has had first call on the men released for employment 
in essential base-metal production. 

I want to say frankly that both myself and the officers of my Department 
welcome criticism if it is constructive. The task of organising industry for 
war in the briefest possible time is stupendous, and it is a poor person who 
cannot gain ideas from others. That this is recognised by the officers of my 
Department is shown by the fact that those directly interested in industry 
are always consulted before any plan is put into operation by my Department. 
At all stages, in fact, constructive criticism is welcomed. What we have to 
ignore is criticism based merely on a sectional interest rather than on the 
national interest. Criticism of this nature can be dangerous to the war effort, 
particularly when, as is sometimes the case, it is accompanied by misrepre- 
sentation, which has the effect of unsettling the public mind and developing 
a resistance against measures which are essential in the national interest. 

Of course my Department is accustomed to the charge of “bureaucracy”— 
though curiously enough this charge comes mainly from the great bureaucracy 
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in this country—the press! 
sometimes get bouquets. 
It is very refreshing, for example, to receive a letter from the Chairman 
of the Rice Marketing Board in New South Wales saying that my officers 
handled the problem of rice particularly well and had the full confidence of 


But we can put up with the brickbats—and we 


the growers. 

It is also enlightening to receive a copy of a circular distributed by a firm 
of stock salesmen in Adelaide saying that my Department's plan to rationalise 
stock sales in country towns is saving many man-hours and effecting sub- 
stantial economies in the use of precious rubber and petrol. 

And what more could one wish for than a letter from the President of 
the Housewives’ Association thanking me for taking steps which resulted 
in more perambulators being made available for mothers with infants! 

One last matter I must mention. It is only natural that some firms who 
have felt the pinch of war-time restrictions should level criticisms against my 
Department. It is inevitable that much of the dissatisfaction caused by 
war-time shortages and difficulties must be attributed quite wrongly to 
actions by my Department. However, this state of affairs has to be accepted 


philosophically with the recognition that the task must be faced and with 
it the unpopularity which is certain to follow anyone who fearlessly tackles 
the problem of eliminating activities which, while useful in peace time, have 


no part in an all-in war effort. 

One is gratified, however, at the willingness of the majority of business 
firms and individuals to do whatever the Government thinks necessary for 
the war effort. I give one example of this. There came into my hands, 
unexpectedly, a letter written by the General Manager of one of our large 
retail stores to a certain association of manufacturers. His firm had been 
requested to appeal against one of the regulations of my Department. 
the absence of the General Manager, the name of the firm was added to the 
appeal. When he returned he cancelled that arrangement because, as he said, 
he felt that “the regulations were framed after a close study of the problems.” 

As a matter of fact, gentlemen, that is the truth. Before any regulation 
is issued there is a whole series of actions—surveys of industries ; consultations 
with businessmen directly concerned; requests, whenever possible, for sub- 
mission of plans on a voluntary basis; check-ups in many directions—until 
by the time a regulation sees the light of day it embodies the mature thoughts 
and firm convictions of a number of persons. 

You, as accountants, know that action of this kind is necessary—even 
though you are sometimes plagued with the need for returns. As professionals 
you know the need for any business problem to be surveyed as a whole. But 
I also hope that you know this—the nation’s need to re-organise industry for 
war purposes has placed a premium upon your profession. As_ business 
surveyors you are now a much more valuable community asset, for there can 
be no doubt that in future there must be more planning than in the past. 
In your professional capacity, you are, of course, politically neutral, but 
whether you are employed either by private firms or by the Government, 
there is no doubt that you will be needed much more in the future, whether 
it is to organise industry for war or to organise it for peace. 

My Department can, with conviction, pay a special tribute to the value of 
representatives of your profession in the task with which it has been faced 
since Japan entered the war, and from my knowledge of measures which will 
shortly be introduced, I know that we will be making still greater calls upon 
your knowledge and skill. 

The co-operation that has been forthcoming from your organisation in the 
past is, I feel, a guarantee that the Government will not ask in vain for your 
help in solving these vital national problems. 


In 








unc 
but 

or t 

pro 
in t 

but 

und 
tion 

som 
or | 
und 
the 

T 
term 
unde 
attac 
takir 
cumt 
notec 
of th 
Surp 


THE AUSTRALIAN ACCOUNTANT 


Classification of Accounting Data—X 
By A. A. FiItzGeRALp anp L. A. SCHUMER 


CLASSIFICATION OF PROPRIETORSHIP 
As recorded in accounts, the Proprietorship interest at any point of time 
is the difference between the Assets and Liabilities as defined preceding 
articles in this series. Normally the Proprietorship equity is positive as it 
represents the surplus of Assets over Liabilities. This may not always be so, 


however, for the operations of the undertaking may have been carried on 


at a loss and the Proprietorship equity thereby absorbed, or even turned into 
a negative quantity, leaving the Assets apparently insufficient in value to 
satisfy in full the claims of external creditors. 

The money value in which the Proprietorship interest is expressed in the 
accounts cannot be taken to be the absolute worth of the interest for the 


following reasons: 

(a) Some debts owing to or by the undertaking may be omitted from the 
accounts because the accounting records are established on a cash basis. 
Legal assets may have disappeared wholly or partially from the 
accounts because there has been no attempt, or only a partial attempt, 
to match Expense against Revenue. 

The values attaching to deferred expense items amongst the assets 
may not correspond with realisable values even though precise appor- 
tionment of revenue and expense has been made. 

In some instances the use of the term “Proprietorship” may be misleading. 
A “proprietor” is one who has a legal right or exclusive right to anything. 
In all commercial trading concerns the absolute right of ownership of the 
undertaking lies with specific persons who may be correctly designated as the 
proprietors. In the case of a sole trader or of a partnership, the property in 
the assets rests in the individual trader or in the persons who comprise the 
partnership. In the case of incorporated trading companies, the property 
in the undertaking lies with the individuals who are the shareholders or 
members of the company. In some non-trading concerns the property in the 
undertaking or its assets may also attach to the members of the undertaking, 
but generally speaking in institutions, associations or societies (incorporated 
or unincorporated ) formed for the purpose of recreation or amusement, or for 
promoting commerce, industry, art, science, religion or charity, the sceuatae 
in the undertaking or its assets does not attach to the contributing members, 
but attaches notionally to the community. In these instances, therefore, the 
undertaking may be free during its lifetime to apply its funds to the prosecu- 
tion of specified objects, but, upon winding up, its surplus assets pass to 
some other undertaking according to a pre-determined plan or agreement 
or by direction of the community through its Courts. In Governmental 
undertakings (either trading or non-trading) the proprietor is the State as 
the legal embodiment of the community as a whole. 

Thes se variations in legal ownership ought to be reflected in the accounting 
terms used and the use of the term “Proprietorship” should be restricted to 
mdertakings in which the property right in the undertaking or its assets 
attaches solely to the prese1.t or future members of the undertaking. In under- 
takings of a different character, terms such as “Accumulated Fund,” “Ac- 
cumulation Account,” “Institute Fund,” may be appropriate. It may be 
noted that even in some trading concerns there are deviations from the use 
of the term “Proprietorship,’ % such as “Shareholders’ Funds,” “Capital and 


Surplus” or simply “Capital.” 
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FINANCIAL APPROPRIATIONS OR FUNDS 


Where Revenue and Expense are classified according to financial appropria- 
tions or funds or ventures, it will automatically follow that the Proprietorship 
interest (using the term in the widest sense) can be similarly classified. The 
surplus of Assets over Liabilities in each appropriation, fund or venture, can 
then be shown, and can be used as a basis for determining the net status of 
each or, in the case of trading concerns, for the purpose of measuring the 
sufficiency or reasonableness of the profit which results from each separate 
activity. 

Apart from this aspect, however, a fundamental classification of the Pro- 
prietorship equity may be involved in many instances, particularly in trading 
concerns, for the purpose of distinguishing between: 

(a) capital—contributions by the proprietors to the funds of the under- 
taking for the purpose of financing the establishment and operations 
of the undertaking ; and, 

(b) profits—accretions to the proprietorship interest resulting from opera- 
tions, i.e., the surplus of Revenue over Expense. 























Later in this article further consideration is given to some aspects of this 
problem, but at this point it is desired to stress the “fund” aspect. To form 
a complete picture each Fund should have a positive and a negative account 
as under: 

(a) Capital: i. Capital Contributions. 

ii. Capital withdrawals or cancellations. 
(b) Profits: i. Profit Contributions, i.e., surplus of Revenue over Ex- 
pense. 
ii. Profit Withdrawals, i.e., payments or credits to pro- 
prietors by way of dividends or allocation of profits. 












This arrangement makes it possible to show at any point of time the nef 
amount of capital and the met amount of profit remaining in the undertaking 































in addition to the gross amount of capital and profit contributions, and the 4 
gross amount of capital and profit withdrawals since the undertaking com- 
menced operations. In practice there are a number of deviations from this 
arrangement. For example, a sole trader’s “drawings” may not be specifically 
allocated between capital and profits and the whole of the capital, profits and 5. 
drawings are merged to show the net equity of the proprietor at a selected 
point of time. In the case of a partnership, the whole of the profit for each 
accounting period may be allocated to the individual partners on the agreed 
basis and drawings may be regarded as on account of neither capital nor 
profits solely. It is important, however, in a partnership to classify the I 
Proprietorship interest according to partners so that the interest of each Liah 
partner may be determined. In the case of an incorporated company, the i. 
maintenance of the capital and profit classification is legally necessary even with 
when the profit “fund” is “in the red” because of trading losses. ond 
In non-trading concerns it may be desirable to maintain a similar classifica- “ 
tion of the Accumulated Fund though with appropriate variations in the use 
of terms, as, for example: Ww 
(a) capital—to include all contributions intended to give permanent benefit the p. 
to the institution and not to be immediately absorbed as Revenue, At th 
e.g., Members’ Entrance Fees, gifts of money or securities made on of pe 
the condition that the income from the investment of the money is t0 J larly 
be used as Revenue, gifts of durable physical property to be used J of sh; 
in operations; and, and tl 
(b) revenue surplus—to include the balance of Revenue over Expense. (a) 
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INHERENT PROPERTIES OR QUALITIES 
Natural classification of Proprietorship presents no major problems because 
items of differing character are few. The following examples are sufficient 
to indicate the needs: 


1. Trading Company: 
(a) Authorised Capital. 
(b) Unallotted Capital (Negative account). 
(c) Unealled Capital (Negative account). 
(d) Called-up Capital (Negative account). 
(e) Premiums on Shares. 
(f{) Surplus on Forfeited Shares. 
(g) Profits— 
i. Profits earned prior to incorporation. 
ii. Reserved Profits. 
iii. Undistributed Profits. 
2. Sole Trader: 
(a) Capital Contributions 


(b) Profits 
(c) Drawings. 
3. Partnership : 
(a) Partner X— 
i. Capital Contributions 
ii. Profits 
iii. Drawings; 
(b) Partner Y— 
i. Capital Contributions 
ii. Profits 
iii. Drawings. 
4. Professional Institute : 


(a) Members’ entrance fees. 
(b) Balance of Revenue and Expense. 


5. Charitable Institution: 


(a) Donations in excess of a specified amount each. 
(b) Balance of Revenue and Expense. 


LEGAL SIGNIFICANCE 
In some non-trading concerns it may be legally necessary to classify Assets, 
Liabilities and “Proprietorship” in terms of “Funds.” This aspect has 
already been considered. It relates also to trading companies in connection 
with the distinction between capital and profits which will be dealt with 
under the heading of “Permanence.” 


PRIORITY 

When two or more persons share Proprietorship interest, the interest of 
the parties may be measured by the money value of their respective interests. 
At the same time special rights attaching to any particular person or class 
ot persons must be taken into consideration. In trading companies particu- 
larly, it is common to find that this condition exists because a particular class 
ot shareholder is given special rights by agreement between the members 
and the undertaking. These rights may be: 

(a) the right to have dividends out of profits in priority to the remaining 
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class or classes of shareholders in the event of profits being insufficient 
to meet all claims; and/or, 

(b) the right to have capital returned in priority to the remaining class 
or classes of shareholders in the event of the winding-up of the 
undertaking and the surplus assets being insufficient to meet all claims, 

Usually shares with special rights are termed “Preference Shares,” and 

the shares with no special rights “Ordinary Shares.” Sometimes there are 
varying degrees of preference and the various classes of shares are then 
suitably designated in some such way as “A Preference,” “B Preference” and 
“Ordinary.” Where such a condition exists, it is necessary to have regard 
to it in the classification of accounting data, as, for example: 

1. Authorised Capital: 

(a) Preference. 
(b) Ordinary. 
Unallotted Capital: 
(a) Preference. 
(b) Ordinary. 
Uncalled Capital: 
(a) Preference. 
(b) Ordinary. 
Called-up Capital : 
(a) Preference. 
(b) Ordinary. 


PERMANENCE 

The elements in Proprietorship interest may be classified as either: 

(a) Fixed—intended by the proprietors, or required by law, to remain 
until the winding-up of the undertaking; or, 

(b) current or temporary—available for withdrawal at any time. 

Broadly speaking, the distinction is as between capital and profits on the 
basis that capital is intended to remain permanently at the disposal of the 
undertaking, whereas profits are to be available from time to time to the 
proprietors as a return on the investment of capital. 

A sole trader. may feel that there is little significance in classifying his 
proprietorship interest according to this plan because his withdrawals of 
capital and/or profits can follow his whim of the moment. In a partnership, 
however, there may be an agreement for each partner to maintain a fixed 
or a minimum amount of capital in the undertaking, leaving profits available 
for periodical withdrawal. 

The matter is important, however, in relation to trading companies because 
of the general rules that: 

(a) share capital is not capable of being withdrawn or cancelled except 
in a winding-up of the company or on a reduction or re-organisation 
of capital in the manner authorised by the companies’ Acts; and, 

(b) dividends are payable only out of profits. 


In deciding whether or not any particular element in the Proprietorship 
interest is fixed or current, the following tests should be applied: 


(a) Is it legally distributable to the shareholders by way of dividend? 
(b) If there is no legal bar to distribution, is it the intention of the pro 
prietors or the directors of the company that the element should bk 
treated as distributable profit or fixed capital? 
Having these tests in mind, the various elements may be considered i 
detail : 
1. Share Capital. The companies’ Acts require share capital to remail 
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fixed until the winding-up unless a reduction or re-organisation is 
authorised in the prescribed manner. In any event, share capital is 
not profit available for dividend. 


Premiums on Shares. This item represents sums that have been paid 
for shares in excess of the nominal value. In the absence of any 
statutory provisions these premiums are distributable as profits. (See 
Brown v. Gaumont British Films (1937), L.J.N. 345.) 

In Victoria, however, there is a statutory provision that premiums 
on shares must be carried to the credit of a capital reserve and not used 
for dividends unless it was a condition of the issue that the premiums 
should be available for distribution. In Tasmania there is a statutory 
provision that the premiums must be carried to a reserve fund and 
there would appear to be an intention that the premiums should remain 
there. The other States of Australia have no statutory provisions 
relating to the disposal of these premiums. Despite the legal position, 
it is the usual practice to regard the premiums as fixed capital and not 
as profits available for dividend. There appears to be no objection to 
using the available amount for the purpose of reducing items of Deferred 
Expense such as Goodwill, Preliminary Expenses and loss on realisation 
of other Fixed Assets. 

Surplus on Forfeited Shares. This item represents amounts paid-up on 
shares before forfeiture for non-payment of calls. The Company may 
subsequently re-issue the shares to some other person and would be 
permitted to use the amounts previously paid on the shares as part 
payment by the new holder. There appears to be no objection to the 
distribution of the surplus by way of dividends, but the usual practice 
is to use it for the purpose of reducing items of Deferred Expense in 
the Fixed Asset category. On the ground of intention, this item could, 
however, remain in the “fixed” section of Proprietorship interest. 
Profits earned prior to incorporation. These profits arise when a 
company takes over an existing business and is entitled to the profits 
earned for some period prior to the date on which the company was 
incorporated. The company cannot use profits earned in a period in 
which it was not in existence for payment of dividends. This profit 
would have been taken into account in fixing the purchase price of the 
business taken over. There appears to be no lega! objection to the use 
of the profits for the purpose of reducing Goodwili or any of the items 
of Deferred Expense classified as Fixed. If not so used, it would 
appear to be appropriate to regard the item as Fixed Proprietorship. 
Profits earned after incorporation. These may arise from either of three 
sources : 
(a) Credit balances in Revenue account arising from the normal opera- 
tions of the company ; 
(b) Profits realised by the sale of the fixed assets of an undertaking 
at a price greater than their cost to the company ; 
(c) Profits realised by the sale of fixed assets at a price greater than 
their unamortized cost. 
Profits arising from the first-named of these sources are invariably 
legally distributable as dividends. Whether profits arising from the 
second source are so distributable depends on the provisions of the 
Articles of Association of the company. If no restrictions are imposed 
such profits are distributable; so long as the whole of the assets have 
been properly valued, up to the extent of the excess of the value of the 
assets over liabilities plus subscribed capital. (Wall v. London and 


Provincial Trust Ltd. (1920), 1 Ch. 45; Lubbock v. The British Bank 
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of South America (1892), 2 Ch. 198; Foster v. New Trinidad Lake 
Asphalt Co. Ltd. (1901), 1 Ch. 208.) 

Profits arising from the third source are in effect due to greater 
amounts having been charged to Revenue than has been proved to have 
been necessary. Such excess charges may be restored to the credit of 
Revenue account, and these profits are therefore distributable. (Bishop 
v. Smyrna and Cassata Rail Co. (No. 2), (1895) 2 Ch. 596; Re Bridge- 
water Navigation Co. (1897) 2 Ch. 317, C.A.; Ammonia Soda Co. v, 
Chamberlain (1918) 1 Ch. 266, C.A.; Stapley v. Read Brothers Ltd. 
(1924) 2 Ch. 1.) 

From the standpoint of legality, therefore, profits earned aifter 
incorporation are distributable and are thus properly classified as 
temporary, unless the profits arise from the sale of fixed assets and 
either distribution is forbidden by the Articles of Association or, after 
valuation of the remaining assets is made, there is no surplus of assets 
over liabilities plus subscribed capital.? 

As to the test of intention, it is necessary to consider various ways 
in which profits may be dealt with: 

(a) They may be left to the credit of Revenue account with the ultimate 
intention of distribution as dividends at a convenient opportunity; 
(b) They may be transferred to the credit of a Reserve account (and 
either used in carrying on the business or separately invested) 
with the intention of— 
(i) generally strengthening the financial position of the company, 
or 
(ii) specifically providing for the repayment of liabilities (eg, 
debentures) on their maturity. 
Usually power is given to directors to exercise their discretion as to 
the “reserving” of profits in this way and shareholders cannot question 
the exercise of this discretion on the ground that it reduces the amount 
available for distribution. (Long Acre Press Ltd. v. Oldhams Press 
Ltd. (1930), 2 Ch. 196.) Thus, though Reserves set up in this way 
retain their character of profits and are thus legally distributable at any 
time, there may be a clearly defined intention that they shall be treated 
as fixed, for more or less lengthy periods. This intention is most 
clearly evident in the case of the Reserve specifically set up to provide 
for repayment of liabilities, since the process is, in effect, the replace- 
ment of long-term liabilities by a “fixed” element in Proprietorship. 
Hence, where intention is clear, profits earned after incorporation may 
logically be classified as “Fixed” Proprietorship, though, of course, 
change in intention (as when it is decided to pay dividends out of 
Reserves, either with or without passing them back to the credit of 
Revenue account) may necessitate change in the classification, from 
“Fixed” to “Temporary.” 

It is, unfortunately, necessary to add a word of warning. The term 
“Reserves” is a much misused term in accounting literature and practice. 
In the sense in which it has been used here, it means simply accumulated 
profits, and is not to be confused with the so-called “Reserves” for 
Depreciation, Doubtful Debts and the like, which are negative asset 
classifications more properly called “Provisions,” or the so-called 
“Reserves” for Taxation, etc., which are current liabilities.? 


1. For a more complete discussion of the legal points involved, sea Pilcher, Uther & Baldock: 


The Australian Companies Acts, pp. 1090-1096. 
2. A. A. Fitzgerald: Accounting Terminology; Proceedings of The Australasian Congress om 


Accounting, 1936. 
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A Message to Those 
on Service ... 


planning a post-war career. 











Tue new opportunities . . . envisioned by the “Four Freedoms” 

will require increased skill, knowledge and ability. New materials, new 
sciences, better tools will be waiting ready for skilled use. To no one 
more than to the man or woman On Service will there be the need to 
plan for suitable and adequate adjustment to post-war life. With this 
in mind, the House of Hemingway & Robertson has already made 


special provisions for those On Service. 


educational service today .. . 
Wherever Australian men and women 


students on active service oes 
In Libya, England, Australian battle 
areas, New Guinea and on the high seas are 

wherever Australians are fighting and 
the mails can reach — Hemingway & 
Robertson students are receiving texts 
and tuition, preparing now for present 
and future opportunities. 


PW 8 2+ 


In Germany and Italy, H. & R. students 


. in the fighting services, muni- 
tion work, Government or private enter- M 
prise, they are being backed by the ex trad 
perience and service of the House of 
Hemingway & Robertson. We are 
helping, encouraging and guiding their who: 


personal effort to ensure greater eff- are | 


are being serviced regularly, and are 
studying and preparing for examina- 
tions. H. & R. texts are delivered 
through the Red Cross, and worked 
exercises are received by us with rea- 
sonable regularity. 

Arrangements have been concluded for 
Australian examinations to be held in 
overseas P.O.W. camps. 

H. & R. maintains also a special service 
for relatives of students, to provide 
them with additional personal co-opera- 
tion. 


ciency, and through that to more valu- 


able national service. 


a service for tomorrow .. . 
To solve the problems of post-war re- 
construction will require the greatest 
skill and efficiency. Men and women in 
every walk of life who are qualified will 
reap special preferences. 

It is just here that preparation under- 
taken today for tomorrow's opportunities 
will be particularly effective. 


Enterprise, Stability, Tutorial Efficiency; Assured Results and a liberal 


Protective Policy, safeguard each 


Student's interests when enrolled under 


} 


H. & R. Particulars of our Service will be gladly supplied on request 
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SINCE 1897 AN INSTITUTION TO PROMOTE PERSONAL ADVANCEMENT IN BUSINESS THROUGH EDUCATION 
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Indo-Australia Collaboration 
By Str BERTRAM STEVENS, K.C.M.G. 


(Being a resume of an address delivered at the Annual Meeting of the 
New South Wales Division of the Commonwealth Institute of Accountants 
on March 10, 1943.) 


We have not in this country—in my view—a sufficiently clear realisation 
of the difficulties that lie ahead of us in trade after the war. The prime 
fault in our thinking, is our failure to regard our own economic problems 
as but part of the wider economic problem of world trade. We must 
recognise that real prosperity, like peace, is indivisible. We cannot hope 
to promote prosperity in Australia merely by schemes of internal reconstruc- 
tion and an adjustment of social conditions. 

We have to learn to “fit in’ with world developments, to collaborate with 
other nations and to check the worst extremities of economic nationalism. 
The new order about which we hear so much must develop along international 
and not parochial lines. By a strange paradox, the best way to improve our 
own standards and develop the volume of our trade with other peoples, is to 
collaborate with them so that they may receive the benefits of industrialisation 
through which greater amenities of life are possible. The way of real peace 
and goodwill amongst nations lies along this road. 


Trade with India 


My own feeling is that one of our first tasks in Australia is to plan for 
trade development now and after the war, with India. While in India I had 
an opportunity of observing the work done in the interests of British trade 
by the United Kingdom Commercial Corporation, a powerful organisation 
whose capital is fully carried by the British Government and whose activities 
are now spread over no fewer than 28 countries. 

I believe that there is a big field for us in Indian trade, although not, 
perhaps, on the lines commonly envisaged in this country. I doubt whether 
India will ever provide an extensive market for our consumption goods until 
her standards of life are greatly raised. The bulk of her people is at present 
too poor to buy them. 

What we can sell to India is capital goods to assist her in the process of 
industrialisation on which her leaders are determined and in which we must 
co-operate. India has the resources of both men and materials to become a 
great industrial nation. Her workmen are skilful and adaptable. 

The result of Indian industrialisation will not be to restrict our markets, 
but to expand them. So low are present living standards in Eastern countries 
that industrialisation will introduce their peoples to new conceptions of 
consumption, which, however far they develop their own industrialisation, 
will involve them in huge imports from the outside world. 

India is in an especially important position for Australia. With India 
hostile, or in the hands of a foreign power, we would be well on the way to 
having our western communications severed. India stands athwart our 
main lines of communication with Europe and Great Britain. She is the 
tatural geographical and economic centre of gravity for Persia, Iraq, Palestine, 
Syria, Egypt, Burma and even Malaya. 

We have no reason to fear that political conditions in India will operate 

against us. My own feeling, after my contact with leading Indian industrialists, 
is that they desire collaboration with Australia and are prepared to prove 
themselves a stable and dependable element in international trade. Indian 
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business men are greatly impressed by the industrialisation achieved in this 
country in so short a space of time. They feel that both countries have much 
to gain from closer co-operation. 


War-time Responsibilities of Business Executives 
By C. L. S. HEwITT, B.cOM., A.I.C.A., A.C.A.A. 


National Security (Industrial Peace) Regulations 


An amendment to these Regulations dated 19th February, 1943, provides 
that the Minister for Labour and National Service may refer to the Common- 
wealth Arbitration Court any matter concerning rates of wages to be paid 
to persons employed in the dairying industry and notwithstanding the fact 
that an industrial dispute affecting the matter does not exist the Court shall 
proceed to hear and determine the matter. The Court is also directed to 
take into consideration certain matters affecting working conditions in the 
dairying and other allied industries. 


National Security (General) Regulations 

By an Order made under these regulations the Minister for the Army has 
constituted in each State and for the Northern Territory compensation 
boards to assess compensation payable in respect of loss or damage incurred 
by reason of anything done, by the Authority or direction of the Minister 
for Defence or the Minister for the Army, in pursuance of powers contained 
in the National Security (General) Regulations. 


National Security (Prices) Regulations 

On 11th March, 1943, a new Prices Regulation Order was issued fixing 
the maximum price for the sale of sole leather. The new order provides 
prices for each tanner, based on quotas of production for each grade. Selling 
prices for production of any grade beyond the quota are specially provided 
for in the order. 

A further Prices Regulation Order was issued on 24th March to provide 
for the manufacturers’ prices of women’s and girls’ outerwear and of the 
margin for distribution of these goods. The Order covers all classes of 
women’s and girls’ outerwear with the exception of knitted and fur garments 
and sets out the prices at which manufacturers, wholesalers and retailers 
may sell garments manufactured or distributed by them and the remuneration 
which makers-up may obtain for work done by them. 

The new Order prescribes that manufacturers and semi-manufacturers 
must keep specified cost records for all costs of labour and material used 
in manufacture and selling prices are determined on the basis of these costs 
plus prescribed margins. In the absence of these records specific prices are 
set out in the order. Special margins are also provided for retail distribution, 
which are lower than those obtained in many cases by retailers of fashion 
goods. 


National Security (Supplementary) Regulations 

An amendment to these regulations prohibits any person, except with the 
permission of the Minister for Defence or Attorney-General from soliciting 
any payment for the purchase of any record of war service. A “record 0 
war service” means any publication being or purporting to be a record o 
service of any part of the Defence Forces of the Commonwealth. 
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Share Transactions and their Audit 
(Under New South Wales Law) 
By P. C. LANG, A.1.c.A. 


(A lecture delivered before the Commonwealth Accountants Students’ 
Society, New South Wales Division) 


Both the secretary and the auditor of a company perform very important 
work when dealing with share transactions. 

The secretary is primarily responsible to see that applications for shares 
in his company are dealt with correctly, that allotments are properly made, 
and that transfers and transmissions of shares are carried through in a 
regular manner and are recorded with due regard to the legal and accountancy 
aspects of such transactions. So far as the auditor is concerned, his work 
in this connection is of the utmost importance, entailing considerable 
responsibility. 

When the audit is that of a company newly incorporated, it should be 
designed to ensure that the capital subscribed by the shareholders is properly 
accounted for in the books of the concern and that the certificates for the 
shares allotted are properly issued. In the case of an established company, 
the auditor is concerned with protecting his client against the loss which 
would result from the irregular, improper, or fraudulent issue of share 
certificates. The importance of this branch of the auditors’ craft is not a 
new development. What is new, isthe realisation by the profession of the 
importance of the work, which may be gauged from the fact that not only 
is the sum of a company’s capital represented in the scrip it issues, but that 
there is involved also the rights of third parties, i.e., the shareholders. 

In recent times practising accountants have become more interested in this 
phase of auditing, firstly by virtue of the provisions of Section 115 of the 
N.S.W. Companies Act of 1936, and secondly by reason of the fact that 
disclosures made during certain notorious court proceedings revealed methods 
by which dishonest company officials might, and allegedly did, fraudulently 
manipulate share certificates. 

Prior to the operation of the 1936 Act, some company auditors invariably 
made it a practice to include in their programmes a check of the share ledger 
and transfers. Others apparently did not consider such a check necessary 
unless specifically asked to do so by their client. It is somewhat amazing 
to remark the number of instances in which an auditor had meticulously 
checked the petty cash book and postage book but had neglected to scrutinise 
share transfers involving many thousands of pounds. 

Section 115 of the N.S.W. Companies Act of 1936 (so far as is relevant 
to this lecture) provides: 

(1) The auditors shall make a report to the members on the accounts examined by 


them and on the register of members and other records which the company is 
required to keep by law or by its articles . . . . and the report shall state— 


(c) whether, in their opinion, the register of members and other records 
which the company is required to keep by law or by its articles have been 
properly kept. 

Students, of course, know that there are industrial and other records which 
accompany is required to keep by law, other than by the law relating to 
companies. For that reason it is the practice of auditors to phrase the 
relevant part of their report as follows: 

“I further report that in my opinion the Register of Members and other records 
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which the company is required to keep by the Companies Act of 1936 or by its 
articles have been properly kept.” 

It is not the intention here to discuss all that is involved in an interpretation 
of the phrase “properly kept’; suffice it to say, it would seem that before 
signing a report in the above form, an auditor would require to satisfy 
himself that all the entries in the Register of Members were those that should 
properly have been made therein. It is submitted that he could only 
satisfy himself by checking each individual entry and the source from which 
such entry was derived. 

The branch of auditing with which this lecture deals is a highly specialised 
one. Modern trends in company affairs are such that this department of 
an accountant’s work is gaining more recognition, as those trends emphasise 
its importance. 

An audit of this description must be thorough, otherwise it can only be of 
doubtful value. In order to do the job properly, the auditor must le 
equipped with a knowledge that will enable him to determine the legaiity or 
otherwise of the various documents supporting applications for transmission 
which it will be his duty to scrutinise, and with the experience to deal 
intelligently with the more involved transfers which come before him. Difficult 
problems in connection with transfers constantly arise in the registration 
offices of a company. When confronted with a problem, it is of course 
natural that the secretary or share clerk should look to the auditor for 
guidance. If, when so consulted, the auditor is to be capable of intelligently 
discussing the point at issue and of giving helpful advice, he will need 
experience, combined with a sound and up-to-date knowledge of his subject. 
He must be thoroughly versed in Company Law and Secretarial Practice, 
understand various points in connection with Powers of Attorney, and be 
familiar with Stock Exchange rules and procedure. In addition, he requires 
to know the provisions of the various Statutes which bear upon share 
matters and should keep himself informed on relevant case law. The 
Statutes with which the Share Registrar, and, of course, the auditor, must 
be familiar are: 


The New South Wales Stamp Act, Trustee Act, Conveyancing Act, Wills 
Probate and Administration Act, The Queensland Succession and Probate 
Duties Act, and the Federal Bankruptcy Act. 

In addition to the foregoing, war emergency legislation has brought into 
being the Trading with the Enemy Act, Enemy Property Regulations, 
Capital Issues Regulations, and Economic Organisation Regulations, a sound 
knowledge of all of which is imperative for persons dealing with share 
matters. 

As regards the routine of the audit of share books and transfers, if the 
company has been in existence for some time and the auditor is doing the 
job for the first time he will require to acquaint himself with the personnel 
of the secretary’s office, survey the system employed in dealing with transfers. 
from the time they are received into the office until the new scrip issues, and 
review any system of internal check. 

In the case of a new company, it frequently happens that the auditor 1s 
called in to perform his first audit prior to the company commencing business 
The first step in such a case would be to inspect the minutes of any meetings 
which had been held, examine the prospectus, together with all contracts 
which relate in any way to the issue of shares, and make a general survey t 
ascertain if proceedings to date have been regular and in accordance with the 
requirements of the Act. Next he would call for the completed application 
forms. The regularity of all applications should be checked to see that eaci 
bears the name of the company, is dated, clearly shows the number of shares 
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applied for, and is signed by the applicant. A person having authority may 
apply in the name of another. If an application be made by an Attorney 
under Power, the document creating the power should be exhibited to the 
company, a declaration or statement of non-revocation obtained from the 
donee, and an abstract made of the clauses in the instrument which empower 
the attorney to apply for shares in a company on behalf of his principal. 
Where the authority is not a “Power of Attorney,” the directors should 
require its production and then consider whether its terms justify application. 
Although those matters will be attended to by the secretarial staff, the auditor 
should satisfy himself that there is no laxity in regard thereto. 

The application form usually sets out the amount of application money 
forwarded therewith, but if the applicant failed to fill in that detail, but did 
in fact pay the amount due, the contract to take the shares would not be 
invalidated thereby. 

After examining the application forms for regularity, the auditor would 
proceed to check them into the Application and Allotment Journal. That 
checking will include: 

Date of application. 

Number of shares applied for. 

Amount paid on application. 

Number of shares allotted. 

Distinctive numbers of the shares allotted. 
Date of allotment. 

Directors’ initials. 

The Minute Book would be called for to ascertain that the allotment had 
been properly made and duly minuted. Except in the case of very small 
issues, it is usual to minute each application individually. The customary 
course is to allot the shares in batches, and minute the relative resolution, 
making reference to the Folio of the Application and Allotment Journal upon 
which the full details of the shares allotted would be recorded. 

An application for shares, followed by a communication to the applicant 
that an allotment has been made, constitutes a contract between the applicant 
and the company, from which neither party is at liberty to withdraw. The 
form of application generally used is merely an offer to take up shares, and 
may be withdrawn before it is accepted. To be binding, the acceptance of 
the offer must be unconditional, and communicated to the applicant. The 
allotment must be made within reasonable time after application, otherwise 
the applicant may repudiate, provided he does so within a reasonable time 
after he is notified of allotment. 

The Act provides that no allotment shall be made of any share capital 
offered to the public unless— 


(a) The minimum subscription has been subscribed ; 

(b) The sum payable on application for the minimum subscription has 
been paid to and received by the company ; 

(c) The amount payable on application on each share is not less than 5% 
of the nominal amount of the share. 


In the case of a no-liability company, 10% of the contributing capital must 
be actually paid up in cash prior to the filing of the Memorandum. Con- 
tributing capital, in this regard, means the whole of the capital as stated in 
the Memorandum, deducting such part as is represented by— 


(a) all shares (if any) which for some consideration other than cash are 
issuable by the company as fully paid up; 

(b) the paid up portion of all shares (if any) which for some consideration 
other than cash are issuable by the company as partly paid. 
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No shares shall be issuable as fully paid up, or partly paid up, for a 
consideration other than cash unless such consideration shall be fully disclosed 
by some contract filed with the Registrar-General at or before the issue of 
such shares. 

The auditor should take steps to verify that Letters of Allotment have 
been despatched to all allottees. It should be borne in mind, however, that 
there is no statutory obligation placed on a company to communicate by 
letter its acceptance of an offer by an applicant to take shares. An acceptance 
may be made orally, but it is hardly necessary to state that it should always 
be done in writing. : 

The next stage in the auditor’s routine would be to check the certificates 
issued. It*should here be noted that Sec. 179 of the Act requires that share 
certificates must be issued. It also imposes a time limit in which the issue 
must be made. The section makes it obligatory for the company to have the 
certificates ready within two months after allotment or valid transfer. (That 
does not apply to certain existing companies. ) 

Sometimes a company requires the auditor to make a scrip audit before 
the share certificates are sent out to the shareholders. Such procedure has 
much to commend it, and is highly desirable in the case of a mining company 
where a large number of certificates are issued, and a great deal of scrip 
negotiated by delivery, i.e., without any transfer having been registered. 

In cases where the share certificates have been issued before he attends at 
his clients’ office, the auditor will have to content himself with checking the 
scrip butts only. The butt of the certificate should contain all the particulars 
set out in the actual scrip issued; that is to say— 

Number of certificate. 
Name of shareholder. 
Number of shares and the distinctive numbers thereof. 

In addition, every butt should bear the initials of the signing directors and 
those of the secretary. No butt should be passed until it carries the 
appropriate officers’ initials, and in addition the auditor should be satisfied 
that the officers concerned do in fact properly check the certificates with the 
entries in the butt before signing. All scrip books and butts used, in use, 
and unused should be accounted for in the same manner as would be done 
with cash receipt books and butts. 

Having completed the checking as it relates to the book of prime entry 
(the Application and Allotment Journal), the auditor would now check the 
postings into the Ledger (Register) and, when this has been done, extract 
from the register a list showing the balance of shares in each account. If all 
the shares are not fully paid, separate lists should be made to show the 
amounts paid up on the different classes or issues. The number of shares 
listed and the capital paid up according to the balances in the register will 
then be agreed with the Share Capital Account in the Private Ledger. 

Having dealt with the shares themselves and the share accounts, there 
still remains the important duty of verifying the relative cash transactions 
It is customary, when a new issue of shares is made, to have a separate 
cash receipt book for share capital receipts. The items in that book probably 
will not be individually written into the cash book, but the daily totals 
entered only. The additions of those totals must be checked and the cash 
traced into the cash book and finally into the bank. The number of shares 
applied for, as shown by the Application Journal, should be totalled and 
reconciled with the cash received on application, and agreed with the account 
in the Private Ledger. Here there must be no discrepancy. 

The checking of the cash received on allotment, and on calls, will follow 
the usual routine of a cash audit, but it may be found that the cash due on 
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allotment, and on calls, will not always reconcile as readily as that received 
on application. Outstanding calls should receive careful examination, 
especially in cases where no steps appear to have been taken to enforce 
payment of the call, by forfeiting the share or by some other appropriate 
action. 

As regards the cash received on application, the auditor must bear in mind 
the provisions of Section 345 of the Act, which requires that all application 
moneys On shares offered to the public are to be held, until allotment, in 
trust for the applicant. 

In the case of an intended company, the persons named in the prospectus 
as provisional directors and promoters are deemed to be the trustees. 

Where itinerant share salesmen are employed in connection with a new 
issue, considerable care should be exercised as regards accounting for interim 
receipt books issued to salesmen, and rigid rules should be imposed to ensure 
that cash collected by salesmen is regularly banked. A salesman should not 
be allowed to deduct his commission from the proceeds of shares sold by 
him, but in all cases he should be paid by the company’s cheque. That feature 
of the audit of a share issue was once the bane of auditors, but since the 1936 
Act places a ban on share-hawking, or “share-pushing” as it is known in 
England, trouble in that direction has become almost non-existent. 

In dealing with the matter of calls, the auditor should take some steps to 
ascertain that the call has been regularly made, and that all preliminaries 
as specified in the company’s articles have been complied with. In the case 
of No-Liability Companies, the calls must be made payable on the second 
Wednesday in a month, and on that day only. If the Wednesday be a public 
holiday or bank holiday, the call becomes due on the following week day that 
isnot a holiday. When a call has been made, not less than fourteen days’ 
notice of the day when it will fall due and of the place for payment must be 
notified in two daily newspapers published in Sydney, in a newspaper 
arculating in the town or district where the company’s registered office is 
situated, and fourteen days’ notice served by the company on each member 
personally or by post. The notice must specify the amount of the call and 
the time and place of payment. When a call has been made, no subsequent 
call shall be made until after the expiration of fourteen days from the day 
when the first-mentioned call has become due. 

Closely allied to share allotments and calls is the matter of forfeiture for 
non-payment of calls. When shares are forfeited, the auditor would inspect 
the directors’ minutes forfeiting the shares, check the entry in the financial 
books (General Journal) and the cancelling entry in the Register of Members. 
He should be satisfied that the necessary power to forfeit is given by the 
company’s Articles and also that all preliminaries have been observed. The 
terms of the Articles must be strictly followed if the forfeiture is to be 
effective. A clause in the Articles, that on non-payment of a call the relative 
shares shall ipso facto be forfeited, is ineffective until the directors have, in 
lact, by resolution, declared the forfeiture. 

The foregoing remarks apply only to shares of companies registered with 
Limited Liability. As regards No-Liability companies the position is dif- 
erent. In the latter case every share upon which a call remains unpaid for 
twenty-one days after the day upon which it is payable is absolutely forfeited 
without any resolution of the directors or other proceeding. Any such 
shares, when forfeited, must be sold by public auction, and certain formalities 
tegarding advertising the sale must be observed. Section 44 of the Act sets 
out what is required to be done when dealing with shares that have been 
lorfeited. The proceeds of any such sale are to be applied in payment of 
all Overdue calls and the expenses of sale. The balance (if any) is to be 
paid to the shareholder upon his delivering to the company the certificate 
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representing the forfeited shares. Whether or not the company be in the 
No-Liability category, certificates of shares which have been forfeited should 
be cancelled if available. In some cases certificates may not have been 
delivered before forfeiture, but as often happens with mining concerns, the 
scrip for forfeited shares is never returned to the company. When the latter 
is the case, the auditor should exercise great vigilance when dealing with 
transfers, to see that no such certificates are fraudulently passed through the 
company’s books. 

In the case of a new issue of shares, where existing shareholders are 
entitled to take up the new shares in proportion to the old shares held by 
them, and where fractional parts of shares are involved, the auditor can 
render considerable help to his client. Experience has shown that chaos can 
result from endeavouring to carry a transaction of that nature into effect along 
hastily improvised lines. On the other hand, it can be done with remarkable 
-ase and efficiency if a system well designed to meet all the exigencies of the 
case be laid out in advance. Proper books should be ruled up to record the 
necessary transactions. An essential book will be one in which there should 
be columns to record: 

Name of shareholder. Rights accepted and from whom. 
Shares held. Rights renounced and to whom. 
Quota entitled to. Total shares allotted. 
Fractions. Progressive numbers, 
Rights not taken up. . 
Shares applied for—Quota. Certificate No. 
Additional. Folio in register. 
Additional shares allotted. 

So far this lecture has dealt only with points arising in new share issues, 
but in large public companies the audit of share transfers often entails much 
work and calls for more knowledge and experience on the part of the auditor 
than is required for checking new issues. When first undertaking an audit 
of a company’s share transactions, the Articles should be examined to ascer- 
tain what they state about the transfer and transmission of shares. + transfer 
is the passage of the title in the shares from one person to another, by virtue 
of an act done by the transferror for that purpose, whereas tri err is 
the passage of the title by operation of law, and occurs upon the holder dying, 
becoming of unsound mind, or upon his becoming bankrupt. 

The routine of share transfer audits in regard to checking the transfers 
into the Transfer Journal and thence into the Register will closely follow 
the procedure as already outlined for new shares, but the auditor will require 
to exercise great care in examining transfers for regularity. 

When a transfer is received into the registration office it would be accom- 
panied by the relative share certificate, unless that certificate has previously 
been lodged with the company for the purpose of having transfers “marked” 
against it. In the latter case the transfer would have been marked “Scrip 
in office” by the share clerk at some time prior to its being presented for 
registration. Immediately the certificate comes into the hands of the share 
clerk he should cancel it. An uncancelled certificate, together with a dishonest 
share clerk familiar with the habits of the shareholder, have been the 
ingredients for more than one case of fraud. One feature of share frauds 
which should always be borne in mind is that although the “swag” is the 
capital value of the shares converted, the perpetrator need falsify his books 
(if at all) only to the extent of the dividends on such shares. The footnote 
on the share certificate that “No transfer of anv of the above shares may be 
registered without the production of this certificate,” or words to that effect, 
apparently has no legal effect, and the company does not thereby incur 
liability if it registers a transfer without production of the certificate. In the 
event of the loss of a share certificate, the company may upon request in 
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writing made by the registered holder issue a duplicate certificate, but must 
comply with certain statutory requirements; that is to say :— 


(1) A notice shall be inserted in the Gazette and a newspaper containing particulars 
of the lost document and giving notice of the intention to issue a duplicate thereof. 

(2) A statutory declaration shall be obtained from the applicant for the duplicate 
certificate, or some other person as the company may see fit, in which declaration 
shall be set out the circumstances surrounding the loss. 

(3) The company may require such indemnities, bonds or guarantees to protect it as 
it sees fit. 

(4) The duplicate certificate must have endorsed on it “Issued in lieu of lost certificate.” 

(5) There must be filed with the Registrar-General a copy of the advertisement and 
particulars of the substituted certificate. 

The costs and expenses incidental to the issue of the substitute certificate 
shall be borne by the owner thereof. 

The following is a suitable form of Declaration and Indemnity for duplicate 
certificate : 

I, A.B., of 67 Main Street, Bigtown, Grocer, do solemnly and sincerely declare: 

That I am the registered proprietor of 62 (sixty-two) fully paid shares numbered 
ee in C.D. Company Limited, and that the Certificate number. . i 
respect of the said shares has been mislaid, destroyed or lost. 

That I have made diligent and unavailing search for the said missing or lost 
certificate. 

That I have not sold or in any way disposed of the said sixty-two shares, which 
remain my absolute property. 

That I have not mortgaged or otherwise encumbered or charged the said shares nor 
given them to any person or company as security or to hold as a lien for the fulfilment 
f any obligation on my part or on the part of anyone whose obligations I have 
guaranteed. 

And I make this solemn declaration conscientiously believing the same to be true 
and by virtue of the provisions of the Oaths Act of 1900. 

Made and Declared at Sydney 


Before me: i. 

I, the abovenamed A.B., do hereby request C.D. Company Limited to issue to me a 
fresh or substituted certificate of title for the sixty-two shares above mentioned and 
in consideration thereof I undertake to indemnify the said Company against all legal 
and other expenses which may be incurred by it and against all actions, proceedings, 
lams and demands which may be brought or made against the said Company in 
consequence of its having issued such fresh certificate or in consequence of the said 
Company permitting me at any time hereafter to transfer all the above-mentioned shares 
rany of them without the production of the original certificate above referred to. 


Some companies keep a book in which to record the “markings” of 
transfers, but the better method is to use the back of the certificate for that 
purpose. 

The back of the certificate can be ruled with columns for the following 
particulars : 

Date. Number of shares. 
Broker’s name. Name of Transferee. 
Progressive numbers. 

The routine to be followed when certifying (marking) a transfer should 
be to insert the necessary particulars on the back of the certificate first and 
“mark” the transfer afterwards. That is to obviate the possibility of a 
ertified transfer being given out without its having been recorded. Many 
ifferent forms of wording are used to certify a transfer, the most common 
wing “Scrip lodged in office against this transfer 40 (forty) shares.” Such 
Certification would be signed by the secretary or some other person authorised 
by him. 

At that stage the transferee’s name will not be on the transfer, so the space 
provided for that particular will remain blank until the transfer is finally 
presented for registration. 
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The re-issue of any balance of shares remaining on the certificate after all 
transfers have been dealt with will also be recorded on the back of the share 
certificate, so that when all transactions on a particular certificate have been 
finalised the total number of shares recorded on its reverse side will agree 
with the number of shares shown on its face. 

From time to time outstanding “markings” should be checked to see that 
the relative transfers are presented within a reasonable time after marking. 

The Articles of the company may contain some special provisions relating 
to form and execution of transfers, but in this regard it should be noted that 
Section 175 of the Act provides that notwithstanding anything in the Articles 
of a company, a transfer in or to the effect of the form in clause 18, Table A, 
of the Act shall in all cases be regarded (in respect of form) as a proper 
instrument of transfer. Transfers of shares in statutory companies are in 
most cases required to be by deed. The form of transfer usually sold by 
stationers and known to brokers as an “English Transfer” is in the form of 
a deed. A deed is stronger than a transfer under hand, and should not be 
refused, if transfers are required only to be in the other form. Sometimes, 
however, when a transfer in the form of a deed is used, one or other of the 
parties thereto, or the person attesting the document, may feel that it is not 
of full legal effect until seals are actually affixed in the places provided for 
them. Section 38 of The Conveyancing Act, 1919, enacts that 
“every deed, whether or not affecting property, shall be signed as well as sealed, and 
shall be attested by at least one witness not being a party to the deed; but no particular 
form of words shall be requisite for the attestation ;” 


and also that 


“every instrument expressed to be a deed, or to be sealed, which is signed and attested 
in accordance with this section, shall be deemed to be sealed.” 


Section 175 of the Companies Act also prohibits the transfer of shares 
without a proper form of transfer. 

Adverting to the routine of the audit: Mention has been made of the 
receipt of a transfer together with the relative certificate which, according 
to the best practice, would be immediately cancelled. The next step should 
be to notify the transferror that a transfer has been lodged for so many 
shares, and that unless instructions to the contrary be received, the company 
will proceed with registration. The notice ought, if possible, to be checked 
with the transfer by the auditor and mailed by his own hand. That course 
is not always practicable where the auditor is a practising accountant who 
attends at his client’s office at intervals only. However, where there is am 
internal auditor that procedure should be the inflexible rule. 

After the despatch of the notice to the transferror, the transfer should be 
numbered and then checked for regularity. The principal points to be 
watched at this stage are: 

The form should be completed and bear the name of the company. 

The correct stamp duty should be impressed thereon. (Section 97 of the 
Stamp Act enacts that no transfer of any shares of any company liable to 
duty shall be recorded or entered in the books of the company unless such 
transfer is duly stamped. ) 

The number and class of shares transferred should be detailed, together 
with their distinctive numbers. 

The names of the parties should be set out in full and the name of the 
transferror be in exact agreement with that entered in the Register. 

The form should be properly signed by the transferror and transferee, and 
both signatures witnessed. ; 

The auditors should not finally pass a transfer unless it be accompanied 
by the cancelled certificate for the shares transferred. Great care should be 
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exercised in dealing with the surrendered scrip to see that it is a genuine 
certificate, that it has not been altered in any particular, and that it does not 
bear any previous audit cancellation. 

The checking of the transfer into the Transfer Journal and the postings from 
that book into the Share Ledger (Register) will present no difficulties. All 
additions and subtractions of the accounts in the Register will need to be 
checked. 

In addition to checking the correctness of the entries into the Register, the 
auditor should go further and satisfy himself that the book itself fulfils the 
requirements of the Act as set out in Section 78 thereof. This section requires 
that every company shall keep a Register of Members and that there shall be 
entered therein :-— 

The names, addresses and occupations (if any) of the members. 

The shares held by each member—each share being distinguished by its 

number. 

The amount paid up on the shares. 

Date at which each person was entered in the Register as a Member. 

Date at which any person ceased to be a member. 

There shall also be affixed in the Register a specimen copy of every type 
of share certificate issued by the company after the commencement of the 
1936 Act—this is to be done before any certificate of that type is issued. 

When the company has more than fifty members, the Register must have 
an index, or be kept in a form as to constitute itself an index. If the Register 
be kept according to a loose leaf system, the auditor will need to see that 
Regulation 13 of the “Companies Regulations, 1936” has been observed. 
That regulation provides for the numbering of each leaf before insertion, the 
initialling of the sheets by the secretary and a director, and a record made 
of the number and date of each leaf inserted in the register. 

The system of comparing the signature of the transferror with a specimen, 
or a previous signature, should be enquired into, to ascertain that this is done 
with every transfer before it is marked for a broker or otherwise dealt with. 
Where there is an internal auditor, he can best check the signature when 
“rutinising the transfer for the purpose of mailing the notice previously 
referred to. If specimen signatures are kept on cards, the transferror’s card 
should be put before the auditor, together with the transfer and the notice 
for mailing. A check should be made to ascertain if the transfer form is 
accompanied by declarations, or that there is other sufficient evidence that 
ithas not been made to, or by, or for the benefit of, an “enemy, subject” as 
fined in the Trading with the Enemy Act. 

The Register should be examined to see that the relative shares have 
been registered in the name of the transferror for at least five months. If the 
shares have not been held for the transferror for that length of time, and 
wless the company is satisfied that the transfer is not a contravention of 
the National Security Regulations, the secretary should report the facts to 
the Treasurer and must then not register the transfer until he has received 
astatement in writing that the Treasurer has no objection to the registration. 

If the transferee be a company or corporation, the Articles of that body 
should be produced to prove that it is empowered to invest its funds in the 
‘ares of another company. Those Articles would need to be scrutinised in 

tder to determine if transfers to or by the purchasing company must be 
wnder seal and, if so, what signature and attestation is required to the 
ixing of the seal.1. An extract should be taken of the relative Article. In the 
absence in its Articles of any directions to the contrary, a company need 
‘ontract under seal only in cases where a private person if so contracting 
would be required to do so under seal. 

1. See Vol. 8, The Australian Accountant, p. 263. 
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The auditor should from time to time make enquiries to satisfy himself 
that it is an inflexible rule of the registration office that no transfer is marked 
for a broker unless it carries the distinctive numbers of the shares to be 
transferred. 

It is important, too, that the auditor should direct the attention of the clerk 
whose duties it is to make the entries in the Register to the fact that when 
making an entry in that book the date of such entry must be the date on 
which the entry is made, and not the date on the transfer, or that appearing 
in the Transfer Journal. A person does not become a member of a company 
until his name is entered in the Register. 

Although the checking of transfers is work of an exacting nature, it does 
not call for the knowledge and experience that is required when dealing with 
transmission of shares. The matters arising under that head can be of such 
a varied nature that unless an auditor has a sound knowledge of the principles 
and the practice of the several branches of law previously mentioned herein 
he will be unable intelligently to scrutinise and pass as correct the instrument 
of transmission and its supporting documents. 

The first notification of the death of a shareholder would usually come 
from the solicitor acting for the executors in the estate. Upon receipt of 
such notice, the date of death should be noted in the Register and no dealings 
with the deceased’s shares allowed until probate has been granted and 
exhibited to the company. When probate is exhibited, the secretary or 
share clerk should examine the document and see that it bears the seal of the 
court. Next he should note the names of the executors, date of death, and 
any other particulars which are deemed necessary according to the particular 
circumstances of the case. Sometimes probate is granted to one or more of 
the executors named in the will, reserving leave to the other or others who 
have not renounced, to come in and apply for probate at some future time? 
In such a case it is of importance that the fact of the reservation should be 
carefully noted in the Register. 

Next, the executors or their solicitor would lodge an application for 
transmission of the shares. 

That procedure is not obligatory. The shares may be left standing in the 
name of the deceased, with a note only of the names of the executors. 
However, before such shares may be transferred out of the name of the 
deceased, either into the names of the executors or the beneficiaries, a formal 
application for transmission will need to be made to the company. 

The following is a suitable form of Application for Transmission : 

I, A.B., the legal representative of the Estate of C.D., probate of whose Will has 
already been produced to you by me/us, do hereby Request you to register me/us’as the 
registered holder and owner of the Two hundred shares in the Capital of your Company 
and numbered inclusive, all of which shares were formerly owned by 
the said C.D., now deceased, subject to the several conditions on which the said deceased 
held the same. 


Dated this 
A.V. 


Witness: E.F. 

When that form is lodged, some steps should be taken to identify the 
person signing the application, to ascertain that he is in fact the person 
named as executor in the deceased shareholder’s will. For the purpose ot 
identification it may be necessary to obtain a Statutory Declaration in the 
following form: 

I, P.C., of Sydney, in the State of New South Wales, Incorporated Accountant, do 
solemnly and sincerely declare :— 

That endorsed in the margin hereof is a specimen signature of A.B., of Pitt Street, 
Sydney, Executor of the Will of the late C.D. 

2. See Vol. 9, The Australian Accountant, p. 328. 
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That the signature “A.B.” is the true and proper handwriting of the said A.B. 
And I make this solemn declaration by virtue of the provisions of the Oaths Act, 


1900-1936. 
Subscribed and declared 


at Sydney this 


With the application for transmission the company will require to have 
delivered for cancellation the share certificates in the name of the deceased, 
together with a certificate under Section 122 of the N.S.W. Stamp Act. That 
section provides : 

“No dealing with any such shares (the shares of a deceased person) shall be recorded 
or otherwise given effect to . . . without the production of a certificate to the effect 
that the same has been included in the account lodged in accordance with this Act, or 
that the same does not form part of the dutiable estate of the deceased or that the 
Commissioner consents to the dealings.” 

If the company carries on business in Queensland, the shares of the 
deceased member may attract duty by virtue of the provisions of the 
Succession and Probate Duties Acts, 1892 to 1930 (Queensland). Within 
six months of the death of the shareholder certain returns are required to 
be made to the Queensland Commissioner of Stamp Duties by the company. 
After those returns have been made, the Commissioner would assess the duty 
(if any) payable by the company. If the company, by its Articles, has 
power to do so, it would debit the shareholder’s estate with the amount of 
any such duty. 

Where there is an internal auditor, he should examine the probate and 
also all documents which are exhibited to the company in connection with a 
transmission of shares. In other cases a precis of those documents should 
be made after they have been passed by the company’s officers. Such precis 
should, for the information of the visiting auditor, be attached to the trans- 
mission documents. 

The foregoing represents the procedure to be followed when the estate 
is what might be termed a “simple” one, but some very involved transactions 
may be met with in the case of a deceased shareholder. Of course, no detailed 
direction can be laid down that may be applied to every matter of difficulty 
which might arise. Each problem will need to be dealt with according to its 
particular circumstances, and the auditor should have the experience and 
knowledge which will enable him to do that. 

It is not proposed that the auditor should usurp the functions of the 
company’s solicitor, but he should know when it is necessary to seek the aid 
of the solicitor and when it is not. 

When one has dealings with the share departments of many companies, 
one comes to realise that there are many matters in connection with share 
tegistration upon which there exists no standard practice and in regard to 
which there is not always a clear understanding of the law in relation thereto. 
As for instance, Section 84 of the Act provides: “No notice of any trust, 
expressed, implied, or constructive, shall be entered on the Register, or be 
recewable by the Registrar-General.” An extraordinarily large number of 
company secretaries seek to read into that section words which are not there. 
The company is not concerned with the fact that there is, or is not, in 
existence any trust in relation to the subject shares. If it should have notice 
of any such trust, the obligation cast upon it is simply that it must not enter 
such notice in its Register. 

A company may quite legally receive notice of a trust in connection with 
ashareholding, and may in fact record that notice so long as it is not recorded 
inthe Register. However, in most cases it would be quite pointless to record 
the existence of such a trust, for in many companies’ Articles there is one 

8. See Vol. 9, The Australian Accountant, p. 329. 
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which supplements the statutory provision of Section 84 by expressly pro. 
viding that the company is entitled to treat a shareholder as the absolute 
owner of his registered shares and shall not be bound to recognise any 
equitable interest in shares. In such a case the company is not bound to 
accept or preserve notices of equitable interests, and such notices do not 
affect the company or its officers. In “Halsbury” is expressed the opinion 
that “Probably even when the Articles contain no such provision the company 
is not bound to accept notices of equitable interests but may treat a registered 
shareholder as the absolute owner of shares registered in his name.” 

By Section 84 the legislature has given statutory recognition to the 
principle that companies have nothing whatever to do with the relation 
between trustees and their cestui que trust in respect of the shares of the 
company. In the eyes oi the company the person in whose name shares are 
registered is the legal owner thereof and the company can enforce its own 
rights against that person irrespective of the rights of any other for whom 
the former may be a trustee. 

Students can readily appreciate the difficulties which would arise, and the 
confusion that could result, if the company were obliged to recognise all 
equitable interests present in its shares. 

However, company secretaries themselves should not themselves become 
confused by the section. Before a company can contravene the law in that 
regard it must— 

(a) have notice of a trust, express, constructive, or implied ; 
(b) enter such notice in its Register. 

In regard to the foregoing, it should be known that by Section 40 of the 
Public Trustee Act it is enacted : 

“Where the estate of any person which is being administered by the Public Trustee 
consists wholly or partly of shares .... or where such shares .... are purchased by 
him in the exercise of any Trust .... then not withstanding any law or provisions 
affecting the registration of persons holding shares as trustees .... the Public Trustee 
shall be entitled to be registered as the proprietor of such shares as trustee or in any 
other representative capacity as he may require, but under no circumstances shall his 
liability in respect of such shares . . . . exceed the value of the other assets which, 
at the time when any demand is made for the satisfaction of any such liability, he has 
in trust for the person beneficially entitled to such shares.” 

“If such assets are insufficient to meet such liability, then such body or corporation 
and any person lawfully acting on its behalf shall in respect of any unpaid balance of 
such liability have the same rights and remedies against such person beneficially entitled 
as if the latter were the registered proprietor of such shares.” 

In the case of the bankruptcy of a member the trustee of the bankrupt’s 
estate would produce to the company his Certificate of Appointment. That 
certificate immediately vests in such trustee the property in the shares. The 
trustee may apply to have the shares transmitted into his own name, in which 
case he would be regarded as the legal owner and would be personally liable 
for any calls made. However, in most cases the shares would be left 
standing in the name of the bankrupt with a note to the effect that Mr. X had 
been appointed trustee in the estate. The bankrupt then would be treated as 
the “former holder.” All further dealings with the subject shares would be 
through the trustee, to whom, of course, all dividends on the shares would 
be paid. 

Should a shareholder be unfortunate enough to be declared insane, 4 
notification to that effect would come from the Master in Lunacy, in whom 
the property in the shares would vest. As in the case of a bankruptcy, the 
Master in Lunacy would become the legal representative of the former 
holder of the shares. 

Another matter upon which there is considerable divergence of practice is 
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the method of dealing with the account of a deceased member when such 
member held the shares jointly with another or with others. 

In dealing with such a case some companies merely require proof of death. 
Upon production of such proof they then, without any other preliminaries, 
strike out the name of the deceased and leave the shares standing in the name 
or names of the survivors. 

There are some companies that ask for the completion of certain forms 
of authority before they will effect any change in the Register, and still others 
that require formal transmission of the shares from the executors of the 
deceased and the surviving tenants, to the surviving tenants. 

When a company has, as the great majority of companies do have, a clause 
in its Articles in or to the effect of the following— 

“In the case of the death of any one of the joint registered holders of any shares, the 
survivors shall be the onlv persons recognised by the Company as having any title to 
or interest in such shares ” 
the effect of the foregoing Article is that when persons who jointly are 
allotted shares, or who accept a transfer of shares to themselves jointly, 
subject to the terms of the Articles of Association of the company, such 
persons contract to be admitted to membership as Joint Tenants. Students 
should know that upon the death of a Joint Tenant the property of the 
tenancy devolves upon the survivors. 

In the case of the deaths of both joint tenants (when there are only two) 
the company may be faced with the difficulty of determining which tenant 
survived the other. Section 35 of the Conveyancing Act provides for such 
an eventuality by enacting: 

“In all cases where two or more persons have died under circumstances rendering it 
uncertain which of them survived, the deaths shall for all purposes affecting the title 
to any property be presumed to have taken place in order of seniority, and the younger 
be deemed to have survived the elder.” 

No written request is necessary then, to vest the shares in the survivors, 
but upon notice of death of a joint holder of shares no transactions must be 
recorded on the joint account until there has been produced to the company 
proof of death of the deceased member, together with a certificate under 
Section 122 of the Stamp Act (vide supra), and when the company carries 
on business in Queensland, a Return for Succession Duty purposes lodged 
with the Queensland Stamp Commissioner. 

When the foregoing has been complied with, it would then only be necessary 
to delete from the joint accounts the name of the deceased member, which 
would make the survivors the legal owners of the subject shares. No written 
request or transfer is necessary in such a case. 

One company, incorporated by Act of Parliament, and operating in this 
State (N.S.W.), has a clause in its Deed of Settlement to the effect that 
unless specifically registered as Joint Tenants, two or more persons holding 
shares together will be treated as Tenants in Common. Upon the death of 
a Tenant in Common it would be necessary, before the shares could go to 
the survivor, to have probate of the deceased tenant’s estate exhibited, and, 
; fact, to proceed in a similar way as is done when a sole owner of shares 

ies. 

It would be well for the auditor of a company to read the company’s 
Articles from time to time, and so refresh his mind as to their contents, for 
when dealing with share matters nothing should be taken for granted. 

No claim is made that what has been set out in this lecture covers all 
points likely to arise in a share audit, but the matters dealt with are those 
which are more generally met with in practice. 

There is one other matter which should be mentioned, and that is the 
necessity for the exercise of tact in this class of work. In an old established 
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company the share department is usually the most conservative of the 
secretary's office. It may happen that a practice, with which the auditor 
cannot agree, has been carried on for years and has become so deep-rooted 
that it will not be easy to effect a change. 

An auditor who is master of his subject will, as against the one whoge 
knowledge is incomplete or faulty, have the better chance of impressing upog 
his clients the necessity for the suggested change. That points an obvious 
moral. It may be necessary to discuss at length with those concerned the 
point at issue, in order to persuade them that a change in practice should bg 
made. In such a case it is better for the auditor to educate to his own point 
of view the one or ones at fault, rather than to force them to do something 
which, although it may be done in deference to the auditor’s status, is dong 
in the belief that the practice to be corrected or reformed was correct as # 
stood. 

There is, among accountants, a widely held though totally erroneous belief 
that the less the client knows about accounting affairs the more he will 
respect those who are skilled in such matters. 

When an accountant has, through hard work and effective study, acquired 
some real knowledge of his subject, he will feel that the more educated his 
client is in commercial matters the more will his own learning be appreciated 
One who has to rely upon bluff to impress his client is best suited when that 
client is an ignorant person. 





CORRECTION 
Comments on the Report of the Victorian Auditor-General, 1942 


The comments on the report of the Victorian Auditor-General, in our last 
issue, refer to the report for the year ended June 30, 1942, not March & 
as indicated in those comments. 
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